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Preface 


The  preparation  of  this  volume  was  undertaken  in  re- 
sponse to  a  general  demand  for  a  book  which  in  reasonable 
space  should  describe  the  work  and  functions  of  the  modern 
Produce  Exchanges.  Hitherto,  the  only  written  materials 
upon  the  subject  have  been  buried  in  scores  of  books,  maga- 
zines and  newspapers  where  they  have  either  been  over- 
looked by  the  general  reader,  or,  were  inaccessible  to  him. 
The  lack  of  a  complete  text-book  upon  the  subject  by  a  single 
author  has  rendered  the  composite  method  of  authorship 
herein  adopted  necessary,  if  all  phases  of  the  question  were 
to  receive  proper  attention. 

The  selection  of  the  articles  for  this  book  has  been  a 
matter  of  no  mean  difficulty.  The  considerations  of  space, 
date  of  publication,  authorship,  scope,  as  well  as  many  other 
factors  have  been  carefully  weighed  in  making  the  selection, 
with  the  result  that  many  articles  of  equal  merit  with  those 
chosen  have  been  passed  over  for  no  other  reason  than  that 
they  were  not  available  for  one,  or,  more  of  the  above  rea- 
sons. All  that  the  Committee  has  hoped  to  accomplish  has 
been  the  selection  of  a  representative  list  of  such  articles. 
With  what  success  its  efforts  have  been  attended,  the  reader 
must  be  the  judge. 

Herein  will  be  found  reading  matter  upon  the  Exchanges, 
dealing  with  all  phases  of  its  work  and  of  interest  to  all 
classes  of  readers.  The  Committee  hopes  for  this  volume 
the  widest  circulation  an<l  most  thoughtful  reading,  that  in 
the  end  the  dark  clouds  of  ignorance,  misinformation  and  in- 
discriminate criticism  constantly  hovering  over  the  "Legit- 
imate Exchanges"  may  be  rapidly  and  forever  dispelled. 
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CHAPTER  ONE 

The  Function  of  Produce  Exchanges. 


SECTION  1 
THE   FUNCTION    OF    THE    STOCK    AND    PRODUCE   EXCHANGES 

By  Charles  A,    Conant 

One  of  the  most  persistent  of  the  hallucinations  which 
prevail  among  people  otherwise  apparently  lucid  and  well 
informed  is  the  conception  that  operations  on  stock  and  pro- 
duce exchanges  are  pure  gambling.  A  moment's  reflection, 
it  would  seem,  might  convince  such  persons  that  a  function 
which  occupies  so  important  a  place  in  the  mechanism  of 
modern  business  must  be  a  useful  and  necessary  part  of 
that  mechanism ;  but  reflection  seems  to  have  little  part  in  the 
intellectual  equipment  of  the  assailants  of  organized  markets. 
Only  recently  I  picked  up  a  book  purporting  to  treat  of  the 
subject  of  ethics,  and  found  this  remarkable  passage : 

*'If,  instead  of  betting  on  something  so  small  as  falling 
dice,  one  bets  on  the  rise  and  fall  of  stocks  or  on  the  price 
which  wheat  will  reach  some  months  hence,  and  if  by  such 
betting  one  corners  the  community  in  an  article  essential  to 
its  welfare,  throwing  a  continent  into  confusion,  the  law  will 
pay  not  the  slightest  attention.  A  gambling  house  for  these 
larger  purposes  may  be  built  conspicuously  in  any  city,  the 
sign  SStock  Exchange'  be  set  over  its  door,  influential  men 
appointed  its  officers,  and  the  law  will  protect  it  and  thera 
as  it  does  the  churches.  How  infamous  to  forbid  gambling 
on  a  small  scale  and  almost  to  encourage  it  on  a  large!" 

The  writer  who  undertook  to  discuss  the  stock  exchange 
in  that  manner  in  a  book  on  ethics  might  very  well  have 
devoted  himself  less  earnestly  to  the  smaller  refinements  of 
ethical  definition  and  reverted  to  the  ancient  maxim,  "Thou 
slialt  not  bear  false  witness  against  thy  neighbor."  What  he 
says  is  a  hodgepodge  of  misconceptions.  If  it  be  true  that 
betting  on  the  rise  and  fall  of  stocks  be  gambling,  as  it  un- 
doubtedly is,  then  what  follows  has  no  relation  to  this  first 
suggestion.     To  one  having  any  knowledge  of  the  subject- 
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matter,  the  two  parts  of  the  first  sentence  are  inconsistent 
with  each  other  and  mutually  destnictive.  Pure  betting  is 
done  in  bucket  shops,  is  of  no  use  to  the  community,  is  de- 
structive to  the  morals  and  pockets  of  young  men,  and  can- 
not be  too  severely  censured.  But  such  betting  is  not  carried 
on  in  buildings  bearing  the  sign  ' '  Stock  Exchange. ' '  It  has 
nothing  to  do  with  the  legitimate  processes  of  the  exchanges. 
Moreover,  one  cannot  corner  the  community  on  any  "article 
essential  to  its  welfare"  by  betting  in  bucket  shops.  He 
may  perhaps  do  it  within  certain  limits  by  actual  transactions 
on  the  produce  exchanges,  because  they  involve  the  right  to 
demand  delivery.  If  it  were  true,  however,  that  no  such  de- 
liveries were  contemplated  or  could  be  made,  as  is  usually  the 
case  in  bucket-shop  gambling,  it  would  no  more  be  possible 
to  corner  the  supply  of  wheat  by  betting  on  its  future  price 
than  it  is  possible  for  a  politician  to  carry  the  election  his 
way  by  laying  heavy  odds  on  his  candidate.  His  bets  would 
not  make  votes,  and  merely  betting  on  the  prices  of  a  com- 
modity would  not  influence  the  supply. 

The  fact  that  such  confusion  of  ideas  prevails,  and  that 
the  stock  and  produce  exchanges  continue  to  be  looked  upon 
by  many  good  i>eople  as  a  sort  of  adjunct  of  Monte  Carlo, 
justifies  an  occasional  restatement  of  the  essential  part  which 
these  exchanges  play  in  the  mechanism  of  business.  To 
take  the  subject  up  from  an  elementaiy  standpoint,  it  is  well 
to  say  a  word  regarding  the  function  of  stock  companies. 
The  discovery  was  made  long  before  our  time  that  a  piece 
of  propert}^  or  a  new  enterprise  could  be  given  mobility  and 
divisibility  by  putting  the  title  to  its  ownership  into  trans- 
ferable shares.  The  creation  of  share  companies  enables  the 
small  capital  of  individuals  to  be  gathered  into  the  large  funds 
necessary  to  build  factories  and  railways.  It  divides  the  risk 
of  an  undertaking  among  many  persons,  and  places  the  enter- 
prise beyond  the  accidents  of  a  single  human  existence  by 
giving  it  a  fictitious  bodv  dowered  bv  law  with  perpetual 
life. 

To  give  mobility  to  the  shares  thus  created,  it  is  neces- 
sai-y  that  they  should  have  a  market.     It  would  be  compar- 
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atively  useless  to  divide  an  enterprise  into  shares  if  there 
were  no  means  of  transferring  these  shares  readily  from 
hand  to  hand.  Therefore,  a  market  for  the  shares  and  bonds 
issued  by  such  enterprises  is  one  of  the  vital  necessities  of 
their  creation.  Such  a  market  is  afforded  by  the  stock  ex- 
change. The  fact  that  the  stock  market  is  sometimes  abused 
by  peojDle  who  go  into  it  in  a  gambling  spirit,  who  know 
nothing  of  its  purposes,  and  who  are  incapable  of  understand- 
ing the  mighty  influences  which  dominate  it,  is  no  reason 
for  treating  it  as  a  hannful  excrescence  on  the  body  politic. 
Railways  have  not  been  abolished  because  a  locomotive  runs 
over  men  occasionally  and  kills  them;  banks  have  not  been 
abolished  because  one  occasionally  suspends;  and  if  enlight- 
ened judgment  had  been  used,  legislation  would  never  have 
been  enacted  in  Germany  and  seriously  considered  in  other 
countries  for  hampering  the  operations  of  the  stock  and  pro- 
duce markets. 

It  is  not  proposed  in  this  article  to  deal  with  the  abuses 
which  have  sometimes  occurred  through  the  manipulation 
of  organized  markets  for  improper  purposes.  It  is  proposed 
only  to  set  forth  the  fundamental  principles  which  prove  the 
value  of  these  markets  to  modern  society  and,  therefore, 
afford  their  reason  for  being.  The  wrongs  which  have  been 
perpetrated  on  the  exchanges  have  come  largely  from  perver- 
sion of  their  essential  functions  as  the  public  mirror  of  values. 
It  has  been  the  dream  of  great  manipulators  to  warp  this 
mirror  so  that  it  would  mislead  the  public  to  their  own  profit. 
The  success  which  such  manipulations  have  attained  has, 
however,  been  greatly  exaggerated  in  the  public  mind.  It  is 
truthfully  declared  by  Courtois,  in  his  Traite  des  Operations 
de  Bourse  et  de  Clmnge,  that  a  fictitious  movement,  even  on 
the  part  of  the  most  powerful  operators,  cannot  overcome  the 
natural  tendencies  of  values,  and  that  the  most  that  can  be 
accomplished  is  to  sometimes  hasten  or  retard  slightly  the 
certain  effect  of  a  foreseen  event. 

The  fundamental  function  of  the  exchanges,  as  already 
suggested  is  to  give  mobility  to  capital.  Without  tliom  the 
stock  and  bonds  of  the  share  company  could  not  be  placed 
to  advantage.    Nobody  would  know  what  their  value  was  on 
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any  given  day,  because  the  transactions  in  them,  if  they  oc- 
curred, would  be  private  and  unrecorded.  The  opportun- 
ities for  fraud  would  be  multiplied  a  hundredfold  as  com- 
pared with  the  publicity  which  is  given  under  present  con- 
ditions to  the  least  movements  on  the  stock  exchange.  The 
mobility  for  capital  afforded  by  the  limited  liability  company 
would  be  meagre  and  inadequate  if  the  holder  of  its  bonds 
and  shares  did  not  know  that  at  any  moment  he  could  take 
them  to  the  exchanges  and  sell  them  for  a  price.  He  can- 
not be  misled  as  to  this  price,  because  every  newspaper  in 
the  land,  if  the  security  is  one  of  importance,  gives  him  each 
morning  the  value  which  it  possessed  the  day  before  in  the 
markets  of  the  world.  The  holder  of  it  thus  knows  what 
the  average  judgment  of  hundreds  of  men  is  upon  the  value 
of  that  security.  If  it  were  not  thus  quoted,  he  would  have 
to  rely  upon  the  judgment  of  a  few  people,  expressing  their 
opinion  privately  and  perhaps  interested  in  misleading  him. 

The  publicity  which  prevails  in  stock-exchange  quota- 
tions gives  the  holder  of  a  security  not  only  the  direct  benefit 
afforded  by  such  publicity  for  the  moment,  but  gives  him, 
free  of  charge,  the  opinion  of  the  most  comi3etent  financiers 
in  the  capitals  of  Europe  and  America.  If  they  were  dealing 
with  him  privately,  instead  of  through  organized  markets, 
they  might  withhold  the  information  which  years  of  study  and 
observation  of  railway  properties  and  industrial  enterprises 
have  put  in  their  possession ;  but  when  they  go  into  the  mar- 
ket and  bid  a  price  for  securities,  by  that  very  act  they  give 
their  advice  free  of  charge.  That  quoted  price  stands  as  a 
guide  to  the  most  ignorant  holder  of  these  securities  as  to 
their  value  in  the  present  and  their  probable  value  in  the 
future. 

The  second  benefit  of  organized  markets  is  in  affording 
a  test  of  the  utility  to  the  community  of  the  enterprises  which 
solicit  the  support  of  investors.  The  judgment  of  experts  is 
there  expressed,  through  the  medium  of  price,  on  the  utility 
of  the  object  dealt  in.  If  a  railway  is  built  in  the  wilderness 
of  Manitoba  and  proves  unprofitable,  the  investor  does  not 
need  to  hunt  up  people  in  Manitoba  to  ask  how  much  freight 
and  how  many  passengers  it  is  carrying ;  he  has  only  to  look 


Legitimate  Exchanges  19 

at  the  quotations  for  its  bonds  or  stock  on  the  New  York 
Stock  Exchange  to  know  at  once  what  is  the  judgment  of  ex- 
perts on  its  value  as  a  commercial  enterprise.  The  prudent 
investor  does  not  buy  stocks  which  are  declining,  unless  he 
has  confidence  in  their  future  value.  He  withholds  his  cap- 
ital from  that  tyj^e  of  investment.  If  he  finds  that  the  bonds 
or  shares  of  cotton  mills  are  generally  declining  on  the  mar- 
ket, he  makes  up  his  mind  that  there  is  no  further  demand  for 
cotton  mills,  and  does  not  snap  at  the  prospectuses  which  ask 
him  to  invest  in  them.  If  he  finds  that  certain  railway  se- 
curities are  persistently  declining,  he  concludes  that  they  have 
acquired  too  high  a  price  in  relation  to  the  return  which  they 
pay,  and  that  there  is  no  need  to  increase  railway  equipment 
in  their  localities  by  offering  capital  for  new  railway  shares. 

All  this  information  is  put  before  the  investor  in  a  sim- 
ple table  of  figures,  which  any  man  may  read,  as  a  result  of 
the  modern  organization  of  the  stock  market  and  the  publicity 
of  what  is  done  there.  It  would  be  practically  unattainable 
by  any  other  system.  Thus  through  the  publicity  of  knowl- 
edge and  prices,  the  bringing  of  a  multitude  of  fallible  judg- 
ments upon  this  common  ground  to  an  average,  there  is  af- 
forded to  capital  throughout  the  world  an  almost  unfailing 
index  of  the  course  in  which  new  production  should  be 
directed. 

Suppose  for  a  moment  that  the  stock  markets  of  the 
world  were  closed,  that  it  was  no  longer  possible  to  learu 
what  railways  wore  paying  dividends,  what  their  stocks  were 
worth,  how  industrial  enterprises  were  faring,— whether  they 
were  loaded  up  with  surplus  goods  or  had  orders  ahead.  Sup- 
pose that  the  infonnation  afforded  by  public  quotations  on 
the  stock  and  produce  exchanges  were  wiped  from  the  slate 
of  human  knowlfMlgc.  How  would  the  average  man,  how  even 
would  a  man  witli  tlie  intelligence  and  foresight  of  a  Pier- 
pont  Morgan,  determine  how  new  capital  should  be  invested! 
Ho  would  liavo  no  gnido  cxrept  the  most  isolated  facts  g.ath- 
ered  here  and  there  at  great  troubl<'  and  expense.  A  greater 
misdirection  of  capital  and  energy  would  result  than  has  been 
possible  since  iho  organization  of  niodorn  economic  machin- 
ery.    Mr.  ^[organ  or  any  otlier  capitalist  might  be  expend- 
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ing  millions  of  dollars  in  building  new  railways  or  cotton 
mills  when  there  was  no  necessity  for  them,  while  a  hundred 
other  industries  beneficial  to  the  public  were  stagnant  for 
lack  of  capital.  There  would  be  no  safe  guide  as  to  whether 
the  world  needed  more  railroads  and  fewer  cotton  mills,  or 
more  cotton  mills  and  fewer  railroads.  Great  sums  would  be 
wasted  in  bootless  enterprises,  which  would  prove  unprofit- 
able and  carrj'  down  their  owners  to  ruin.  All  the  capital 
represented,  all  the  labor,  thought,  foresight,  and  inventive 
genius  involved  in  them,  would  be  sacrificed  to  the  lack  of 
an  effective  public  organ  for  pointing  out  the  direction  in 
which  capital  was  needed. 

But  to-day  the  organization  of  the  stock  market  affords  a 
register  of  values  so  sensitive  that  its  very  sensitiveness  and 
accuracy  are  causes  of  thoughtless  complaint.  Men  who 
plunge  into  the  stock  market  without  knowing  its  laws,  and 
imagine  that  because  stocks  are  rising  they  will  always  rise, 
complain  because  this  sensitive  reflector  of  values  responds 
suddenly  to  some  distant  and  unexpected  event  by  a  decline 
in  prices.  Perhaj^s  in  the  Orient  there  are  threatenings  of 
war  between  two  great  powers,  which  would  unsettle  the  re- 
lation between  production  and  consumption ;  or  in  India  there 
is  a  crop  failure,  which  will  influence  the  price  of  silver,  and 
react  upon  the  finances  of  America. 

It  is  time,  no  doubt,  that  the  stock  market  sometimes 
seems  unduly  sensitive  to  these  widely  separated  and  isolated 
events,  but  if  one  looks  to  the  fundamental  conditions  which 
govern  economic  society,  it  must  be  clear  that  it  is  better  that 
it  should  be  too  sensitive  than  not  sufficiently  so.  It  is  bet- 
ter that  any  rumor  of  war,  with  a  threatened  cessation  of 
production  and  consumption,  should  be  reflected  on  organized 
markets  than  that  people  should  go  on  recklessly  investing 
capital  in  enterprises  which  may  afterw^ards  prove  unproduc- 
tive. The  stock  market  is  the  great  goveraor  of  values,  and 
the  determinant  of  the  relationship  between  production  and 
consumption,  — the  guide  which  points  the  finger  as  to  where 
capital  is  needed  and  where  it  has  ceased  to  be  needed. 

Tlie  very  sensitiveness  of  the  stock  market  is  one  of  its 
safeguards.    Again  and  again  it  is  declared  in  the  market 
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reports  that  certain  events  have  been  *' discounted;"  that  the 
effect  of  the  death  of  President  McKinley,  or  promised  peace 
between  Great  Britain  and  the  Boers,  has  already  produced 
in  advance  its  natural  influence  on  the  stock  exchange;  and 
when  the  event  actually  happens,  it  results  in  no  such  great 
disturbance  to  values  as  was  expected.  Is  it  not  better  that 
this  discounting  of  future  possibilities  should  occur,— that 
the  effect  of  the  given  cause  acting  upon  the  market  should 
be  felt  by  graded  steps  instead  of  coming  like  a  cataclysm! 
Is  it  desirable  that  capital  and  production  should  march 
blindly  to  the  edge  of  a  precipice  and  then  leap  off,  instead 
of  descending  a  gradual  decline,— that  a  certain  security,  in- 
stead of  falling  by  degrees,  should  fall  thirty  or  forty  per 
cent  on  the  occurrence  of  some  foretold  event! 

This  foreseeing  and  discriminating  calculation  of  the 
effects  of  coming  events,  known  as  *' discounting"  of  the 
market,  is  one  of  the  most  useful  functions  of  the  exchanges. 
It  enables  the  man  who  holds  a  given  security,  and  sees  that 
it  is  falling  in  value,  to  convert  it  into  money  without  losing 
enough  to  be  ruined.  It  enables  the  prudent  man,  who  be- 
lieves that  an  event  will  not  cause  the  disaster  which  some 
anticipate,  to  hold  on  to  his  securities  and  even  to  buy  those 
of  the  frightened  and  more  excited. 

Consider  for  a  moment  the  effect  of  abolishing  the  pro- 
duce exchanges  and  leaving  events  in  the  wheat  and  cotton 
market  to  have  their  full  influence  when  they  occur.  What 
would  be  the  effect  ui)on  the  farmer  t  Instead  of  being  able 
day  by  day  to  trace  the  course  of  wheat  and  cotton,  to  learn 
what  supi)lies  were  coming  upon  the  market  and  what  the 
effect  upon  prices  would  i)robab]y  be  of  the  crops  of  the 
world,  he  would  be  at  the  mercy  of  everj"^  travelling  factor, 
of  every  unscrupulous  representative  of  some  big  commis- 
si ion  house  who  could  get  his  ear.  He  would  be  told  by  them 
that  crops  in  Europe  were  enormous,  that  wheat  and  cotton 
were  going  down,  and  he  had  better  take  the  price  which  they 
offered  today.  Tlius  ho  might  be  misled  into  selling  at  much 
loss  than  the  fair  price  of  his  crop.  With  no  public  knowl- 
edge of  present  or  prol)al)le  future  events,  he  would  be  help- 
lessly at  the  mercy  of  every  idle  rumor.  , 
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But  to-day,  if  a  cotton  factor  or  unscrupulous  agent  of 
a  commission  house  tries  to  mislead  the  farmer,  the  farmer 
has  only  to  turn  to  his  daily  paper  and  say,  ''There  is  the 
judgment  of  all  the  world  upon  the  present  value  of  my  crop 
and  upon  its  future  value. "  If  he  has  reason  for  not  accept- 
ing that  judgment,  he  is  free  to  disregard  it,  but  in  any  event 
he  is  not  the  plaything  of  misconception  and  false  represen- 
tations regarding  the  average  opinion  of  other  experts  inter- 
ested in  the  same  commodity. 

There  is  nothing,  perhajjs,  more  valuable  to  society  than 
this  power  of  the  produce  exchanges  to  discount  changes  in 
production  and  consumption  of  the  great  staples  of  food  and 
clothing.  The  fact  that  future  wheat  is  selling  high,  that 
there  is  a  general  belief  that  the  world's  crop  is  deficient, 
acts  not  only  upon  the  farmer  and  dealer  in  this  commodity, 
but  also  in  a  certain  degree  upon  the  whole  community. 
Prices  are  likely  to  rise,  the  community  becomes  more  eco- 
nomical in  the  use  of  the  product  affected,  and  the  scanty 
sui>ply  in  existence  is  husbanded  during  the  period  interven- 
ing before  the  harvesting  of  another  crop.  If  it  were  not 
so,  people  would  buy  at  low  prices  while  the  crop  was  di- 
minishing, and  the  community  might  suddenly  face  a  famine 
for  which  it  had  made  no  preparation.  The  operation  of  the 
produce  exchanges  in  thus  discounting  the  future,  by  grad- 
ually raising  jinices  to  meet  a  scanty  supply,  or  gradually 
letting  them  fall  to  meet  an  excessive  supply,  is  beneficial 
not  merely  to  producers  and  consumers,  but  to  the  community 
as  a  whole. 

It  matters  little  whether  physical  delivery  of  the  pro- 
ducts dealt  in  is  made  in  all  these  cases  or  not.  The  action 
taken  by  speculators,  so  called,  in  buying  and  selling  wheat 
and  cotton  for  future  delivery  is  simply  the  expression  of 
tlieir  judgment  as  to  certain  future  contingencies.  They  are 
willing  to  pay  for  errors  in  that  judgment  out  of  their  own 
pockets.  If,  when  the  time  comes  at  which  they  have  agreed 
to  deliver  a  certain  quantity  of  wheat  or  cotton,  the  price  has 
gone  higher  than  the  price  at  which  they  sold,  they  are  bound 
to  make  the  deliver}^  or  pay  the  difference.  But  what  does 
it  matter  which  course  they  pursue? 


Legitimate  Exchanges  23 

Tiie  broker  is  only  the  intermediary  in  any  event.  If  he 
has  agreed  to  deliver  1000  bushels  of  wheat  for  $1000  on  a 
given  date,  and  the  price  rises  to  $1.20  a  bushel,  he  and  every 
producer  know  that  he  can  obtain  the  wheat  only  at  $1.20  a 
bushel,  or  1000  bushels  for  $1200.  If  it  is  mutually  conven- 
ient for  the  broker  to  pay  the  buyer  the  difference  in  cash 
which  will  enable  the  latter  to  buy  the  wheat  at  the  net  cost 
which  he  contracted  for,  it  comes  to  exactly  the  same  thing 
in  the  end  as  if  the  man  who  had  given  the  order  insisted 
upon  a  physical  delivery  of  the  wheat  by  the  person  who 
promised  him  future  delivery.  The  buyer  has  simply  been 
insured.  Having  contracted  to  receive  a  certain  quantity  of 
wheat  for  $1,000,  he  gets  it  at  that  net  cost  to  himself.  The 
broker  acts  as  insurer  by  paying  the  difference  between  the 
actual  present  price  and  the  contract  price  made  with  the 
buyer.  The  latter  is  protected  by  his  purchase  for  future 
delivery  against  the  risk  of  a  rise  which  he  foresaw.  If,  on 
the  other  hand,  the  price  has  fallen  to  ninety  cents  per  bushel, 
it  is  the  same  to  him  if  the  seller  accepts  ten  cents  per  bushel 
as  the  price  of  the  insurance  he  granted  and  sends  the  buyer 
into  the  open  market  for  his  wheat.  In  either  case  the  buyer 
obtains  the  wheat  at  the  price  he  was  willing  to  pay  when 
he  originally  bought,  and  ho  has  been  insured  against  fluctua- 
tions of  price  in  either  direction. 

The  produce  exchanges  thus  afford  a  form  of  insurance. 
They  enable  a  man  with  contracts  to  execute  in  the  future  to 
ascertain  to-day  what  will  Ixj  the  cost  of  his  raw  material  in 
the  future,  and  to  know  that  he  will  get  the  raw  material  at 
that  cost,  even  though  it  may  rise  in  the  open  market  above 
the  price  which  he  could  afford  to  pay  for  it  in  view  of  the 
price  at  which  he  has  contracted  to  deliver  his  finished  pro- 
ducts. Prudent  dealers  in  great  staples  go  into  the  market 
and  buy  and  sell  futures  in  such  a  way  as  to  protect  them- 
selves, just  as  tlie  prudent  man  of  family  goes  to  the  insur- 
ance company  and  pays  a  premium  in  order  to  get  a  guar- 
antee that  his  family  will  be  protected  against  what  may  occur 
through  the  failure  of  his  capacities,  his  disability,  or  his 
death. 

.  In  the  language  of  the  critics  of  the  exchanges,  it  might 
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be  said  that  the  man  taking  insurance  bets  with  the  insurance 
company  that  he  will  die  sooner  than  their  mortality  tables 
indicate,  and  thereby  make  a  profit  for  his  family.  The  oper- 
ation is  more  like  betting  than  transactions  on  the  exchanges, 
because  insurance  cannot  alter  the  length  of  human  life.  It 
is  simply  a  speculation  on  what  life  will  be.  But  society 
sanctions  insurance,  because  it  distributes  risks  among  those 
who  are  willing  to  assume  them  and  who  have  made  calcula- 
tions which  lead  them  to  believe  that  they  will  not  on  the  aver- 
age be  losers  by  their  transactions.  That  is  to  some  extent 
the  character  of  legitimate  dealings  on  the  produce  exchange. 
The  fact  that  physical  delivery  by  the  particular  individual 
making  the  sale  is  not  insisted  upon  has  no  bearing  upon  the 
case. 

Physical  delivery  is  not  insisted  upon  in  a  hundred  trans- 
actions which  do  not  fall  under  the  criticism  of  persons  like 
the  writer  on  ethics  quoted  above.  If  a  retail  coal  dealer  in 
July  agrees  to  deliver  to  a  patron  in  December  ten  tons  of 
coal  at  a  certain  price,  he  probably  does  it  on  a  purely  specu- 
lative basis.  He  has  not  on  hand  the  coal  with  which  to  fulfill 
his  contract  when  the  time  comes.  Does  he  commit  any  crime 
against  the  social  order  if  he  transfers  the  order  to  the  ship- 
ping company  and  directs  them  to  make  the  delivery  direct 
from  the  cars  to  the  purchaser!  Can  fault  be  found  with  the 
fact  that  the  retailer  does  not  insist  ujwn  the  coal  passing 
through  his  hands,  involving  extra  handling  and  expense, 
in  order  to  avoid  the  charge  of  indulging  in  a  speculative 
transaction? 

Such  an  operation  is  typical  of  what  is  happening  con- 
stantly on  the  stock  and  produce  exchanges.  Physical  deliv- 
ery is  made  to  the  people  who  want  the  products.  Between 
intermediaries  the  transactions  are  cleared  against  one  an- 
other. The  manufacturer  of  flour  who  has  gone  into  the  ex- 
change and  bought  and  sold  futures  in  wheat,  in  order  to  pro- 
tect himself  against  an  undue  rise  in  that  product  after  he 
has  made  his  contracts  to  deliver  flour,  knows  that  all  the 
wheat  he  desires  will  be  delivered  to  him.  He  simply  clears 
his  contracts  at  one  price  against  those  at  another,  in  order 
to  get  the  exact  amount  he  wants  without  being  obliged  to  re- 
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ceive  the  excess  physically  on  the  one  hand,  and  deliver  it 
over  to  somebody  else  on  the  other.  It  is  the  same  principle 
of  clearing  which  runs  through  banking  transactions  and 
through  every  account  at  a  store  where  transactions  on  two 
sides  are  concerned,  and  it  cannot  properly  be  contended  that 
there  is  necessarily  anything  speculative  or  of  the  spirit  of 
gambling  inherent  in  the  nature  of  such  transactions. 

Another  important  influence  of  the  stock  exchanges  in 
particular,  and  to  some  extent  perhaps  of  the  produce  ex- 
changes, is  that  which  they  exert  upon  the  money  market. 
The  possession  by  any  country  of  a  large  mass  of  salable 
securities  affords  a  powerful  guarantee  against  the  effects 
of  a  severe  money  panic.  If  in  New  York  there  arises  a  sud- 
den pressure  for  money,  so  that  confidence  becomes  impaired, 
and  people  having  contracts  entitling  them  to  future  or  im- 
mediate delivery  of  money  insist  that  these  contracts  shall  be 
executed  in  money  instead  of  other  forms  of  promises,  what 
happens?  The  banks  call  in  loans  and  begin  to  husband  their 
cash.  If  they  hold  large  quantities  of  securities  salable  on 
the  London  or  Paris  or  Berlin  market,  a  cable  order  will  ef- 
fect the  sale  of  these  in  an  hour,  and  the  gold  proceeds  will 
be  on  their  way  across  the  Atlantic  within  a  day. 

Wonderful  has  been  the  effect  within  the  last  twenty-five 
years  of  this  steadying  influence  of  the  stock  market  upon  the 
demand  for  money  and  upon  the  smoothness  of  the  operations 
of  the  mechanism  of  the  exchanges.  What  has  just  been  put 
in  a  crude  form  by  n^ferring  to  a  crisis  occurs  daily  and 
hourly  on  the  stock  exchanges,  and  prevents  sudden  contrac- 
tion and  expansion  in  the  rate  for  loans.  The  manufacturer 
goes  placidly  on  paying  his  four  or  five  per  cent  for  commer- 
cial loans,  when  if  there  were  no  stock  exchanges  whore  secu- 
rities could  be  sold  in  one  market  at  a  slight  profit  over  an- 
other he  would  find  that  his  bank  was  first  charging  seven  or 
eight  per  cent,  then  dropping  to  three  or  four,  and  then  going 
back  to  eight.  By  moans  of  the  facility  which  the  stock  mar- 
ket affords  for  placing  credit  instantly  at  the  coiiimand  of  one 
market  or  another  tlie  j)ressure  for  money  is  mitigated,  and 
has  but  a  limited  effect  upon  the  commorcial  borrower.  Such 
pressure  as  now  occurs  is  transferred  to  the  borrower  on  call, 
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—the  broker  in  stocks,  who  thus  acts  as  insurer  for  the  com- 
mercial borrower.  This  influence  of  the  stock  market  has 
much  the  effect  of  a  buffer  upon  the  impact  of  two  solid 
bodies.  Crises  are  prevented  when  they  can  be  prevented, 
and  when  they  cannot  they  are  anticipated,  and  their  force  is 
broken  into  a  mild  succession  of  ripples  instead  of  a  tidal 
wave. 

Securities  form  one  of  the  greatest  and  most  important 
parts  of  the  modern  mechanism  of  exchange.  They  are,  in 
many  cases,  as  good  as  money,  and  in  some  cases  are  better 
than  money.  If  a  large  shipment  of  money  has  to  be  made 
from  New  York  to  London,  it  is  much  more  economical  to  ship 
securities  of  the  same  amount  than  to  ship  kegs  of  gold. 
Credit  is  forwarded  by  cable  and  the  securities  follow  by  mail. 
All  markets  are  thus  brought  into  touch  with  one  another, 
and  respond  to  a  fluctuation  of  a  fraction  of  one  per  cent,  but 
without  the  confusion  and  crash  which  would  ensue  if  every 
sudden  pressure  for  money  was  felt  upon  a  market  naked  of 
such  securities. 

Japan  jjassed  through  a  severe  crisis  in  1901,  and  part 
of  the  year  before,  because  of  the  barrenness  of  her  stock  mar- 
ket. She  had  been  engaged  in  great  enterprises,  but  the  stim- 
ulus given  her  industrial  interests  did  not  prove  immediately 
profitable.  Her  people  had  begun  importing  great  quantities 
of  foreign  goods,  including  too  many  luxuries,  and  the  result 
was  that  she  had  large  debts  to  pay  abroad.  If  she  had  had 
a  good  security  market  these  debts  would  have  been  settled  by 
the  transfer  of  securities;  but  having  only  a  few  securities, 
and  those  of  doubtful  value,  to  throw  upon  the  London  mar- 
ket, she  was  compelled  to  settle  at  a  sacrifice  the  demands  upon 
her  for  money.  She  was  compelled  to  sell  goods  for  any  price 
that  could  be  obtained.  A  check  was  put  upon  foreign  im- 
portations, industry  was  brought  suddenly  to  a  halt,  and  fa- 
mine stared  her  in  the  face.  This  influence  of  the  market  for 
securities  upon  prices  is  one  of  its  most  important  benefits. 
If  Japan  in  this  case,  instead  of  unloading  her  goods  so  sud- 
denly and  at  such  sacrifices,  could  have  made  the  descent 
gradually,  she  would  have  been  able  to  sell  by  degrees  and  at 
higher  prices  than  those  actually  realized,  and  so  would  have 
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been  saved  the  economic  loss  which  follows  from  the  sacrifice 
of  commodities  under  the  pressure  of  necessity. 

France  was  saved  from  one  of  the  greatest  crises  of  his- 
tory by  the  large  holdings  of  securities  among  her  people 
during  the  Franco-Prussian  War.  When  Germany  demand- 
ed an  indemnity  of  five  thousand  millions  of  francs  ($1,000,- 
000,000),  it  was  in  the  belief  that  its  payment  would  throw 
a  paralysis  upon  French  industry  and  enterprise  which 
would  prostrate  them  for  a  generation.  But  what  happened! 
^\Tnen  the  French  Government  appealed  to  the  people,  saying, 
"We  need  five  thousand  millions  of  francs  to  pay  off  this 
indebtedness,"  the  whole  matter  was  adjusted  through  the 
securities  market,  and  in  a  few  years  the  Bank  of  France 
resumed  the  payment  of  gold  for  its  notes.  Frenchmen  sub- 
scribed liberally  for  the  securities  of  the  new  loans  to  pay  off 
Germany,  and  in  order  to  obtain  tlie  necessary  funds  they 
directed  their  brokers  to  sell  in  London,  Berlin,  Vienna,  Brus- 
sels, and  New  York  the  old  securities  which  they  held. 

Five  thousand  million  francs  were  thus  taken  from  the 
capital  of  France,  but  she  was  so  rich  that  she  was  able  to  sub- 
mit to  it  without  disaster.  She  was  rich  because  she  had  piled 
up  these  securities,  with  which  she  was  able  to  part  with 
without  suffering.  The  crushing  debt  imposed  by  the  con- 
queror was  practically  cancelled  by  transferring  to  other 
markets  the  titles  of  the  debts  which  Frenchmen  held  against 
foreign  peoples.  No  such  operation  would  have  been  possible 
before  tlio  organization  of  the  modern  securities  market,  re- 
sponsive as  it  is  to  the  slightest  change  in  supply  or  demand, 
the  slightest  rumor  of  war  or  peace. 

France,  by  the  possession  of  a  flexible  stock  exchange 
and  a  great  mass  of  the  securities  negotiable  upon  such  ex- 
changes, was  saved  from  the  convulsion  which  must  have 
prostrated  her  entire  industrial  system  if  it  had  been  neces- 
navy  for  her  to  find  money  to  discharge  the  demands  of  the 
conqueror.  Similar  great  transactions  are  constantly  carried 
on  by  our  kings  of  finance  without  any  such  disturbance  to 
the  money  market  as  would  occur  if  this  resource  were  not 
available.  If  a  hundred  millions  of  dollars  are  needed  to 
consummate  a  great  transfer,  or  for  a  public  loan,  the  money 
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comes  promptly  to  hand  by  the  sale  of  those  securities,  or  else 
by  simjjly  borrowing  on  them  in  foreign  markets  where  the 
securities  are  put  up  as  guarantee  for  ultimate  payment. 
Through  all  the  processes  of  modern  industrial  life  the  exist- 
ence of  the  securities  market  acts  as  a  buffer,  as  a  guarantee 
to  the  business  community  that  in  times  of  emergency  and 
crisis  the  shock  shall  not  be  too  sudden,  that  nothing  deter- 
mining the  value  of  great  industries  shall  be  done  in  a  corner, 
and  that  the  market  shall  be  kept  as  nearly  level  as  actual 
conditions  will  permit  it  to  be  kept. 

Some  of  those  who  admit  the  value  of  the  stock  market 
have  subjected  to  severe  criticism  those  who  speculate  for  the 
fall  of  stocks.  One  reads  constantly  of  the  '* bears"  trying 
to  accomplish  such  and  such  results  by  depressing  securities. 
Napoleon  had  a  long  talk  with  Mollien,  his  Minister  of  Fi- 
nance, in  seeking  to  demonstrate  that  those  who  sold  '  *  short, ' ' 
in  the  belief  that  national  securities  would  fall,  were  traitors 
to  their  country.  He  argued  that  if  these  men  were  selling 
national  securities  for  future  delivery  at  less  than  their  pres- 
ent value,  they  were  guilty  of  treason  to  the  State.  But  Mol- 
lien replied  in  substance :  '  *  These  men  are  not  the  ones  who 
determine  the  price ;  they  are  only  expressing  their  judgment 
upon  what  it  will  be.  If  they  are  wrong,  if  the  credit  of  our 
State  is  to  be  maintained  in  the  future  at  its  former  high 
standard,  in  spite  of  your  military  preparations,  these  men 
will  suffer  the  penalty  by  having  to  make  delivery  at  the 
price  for  which  they  sold,  for  they  must  go  into  the  market 
and  buy  at  the  price  then  prevailing.  It  is  their  judgment, 
not  their  wish,  that  they  express." 

The  short  seller— the  "bear"  of  the  money  market— is 
often  one  of  its  greatest  benefactors.  He  calls  a  halt  on  reck- 
less speculation,  and  his  acts,  tending  to  depress  prices,  pro- 
duce their  natural  result  of  repressing  extravagant  inflation 
of  values,  if  his  judgment  is  sustained  by  facts  and  by  the 
judgment  of  other  men.  If  it  is  simply  a  mistaken  individual 
judgment,  he  pays  for  his  error  in  cash  to  some  one  with  a 
more  hopeful  and  saner  judgment. 

The  organized  stock  and  produce  markets  constitute, 
therefore,  not  only  a  vital  factor  in  modern  exchange,  but  so 
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far  from  being  a  necessaiy  evil,  as  some  ethical  writers  claim, 
they  constitute  one  of  the  most  beneficial  instruments  of  mod- 
ern civilization.  Without  them  modern  business  could  not  be 
conducted,  or  would  be  conducted  only  with  a  series  of  shocks, 
upheavals,  and  convulsions  which  would  result  in  robbing 
the  manufacturer  and  consumer  for  the  benefit  of  the  shrewd- 
est speculators  in  actual  commodities. 

There  is  another  important  consideration  in  this  influence 
of  the  stock  market  upon  modern  society,  which  will  perhaps 
gather  up  and  bring  into  a  clearer  light  some  of  the  other 
points  which  have  been  made.  The  stock  market,  by  bring- 
ing all  values  to  a  level  in  a  common  and  public  market,  de- 
tennines  the  direction  of  production  in  the  only  way  in  which 
it  can  be  safely  determined  under  the  modern  industrial  sys- 
tem of  the  division  of  labor  and  production  in  anticipation 
of  demand.  It  does  so  by  offering  the  highest  price  for 
money  and  for  earnings  of  money  at  the  point  where  they  are 
most  needed.  A  market  denuded  of  capital  will  pay  a  high 
price  for  capital.  It  is  only  through  the  mechanism  of  the 
money  market  and  the  stock  exchange  together  that  any  real 
clue  is  afforded  of  the  need  for  capital,  either  territorially  or 
in  different  industries.  Through  the  influences  which  the 
rates  for  money  and  capital  exeii;  upon  investment  in  new 
industries,  through  the  fact  that  capital  is  attracted  to  secu- 
rities which  are  selling  high  because  the  industries  they  rep- 
resent are  earning  well,  there  results  a  closer  adjustment  of 
production  to  consumption,  of  the  world's  work  to  the  world 'y 
need,  than  would  be  jiossible  under  any  other  system. 

From  this  point  of  view,  the  mechanism  of  modern  in- 
dustry affords  an  almost  insuperable  objection  to  State  so- 
cialism. If  it  were  attem])ted  to  establish  any  system  of 
State  socialism,  it  would  have  to  be  determined  in  just  what 
proportion  ever\'  article  should  be  produced,— just  how  many 
shoes  and  hats,  how  much  clothing  and  sugar  and  vinegar 
the  world  needed,  and  it  would  be  necessary  to  adjust  the 
supply  to  that  need.  To-day  through  the  mechanism  of  the 
stock  market  it  is  fletermined,  as  precisely  as  human  inge- 
nuity has  yet  found  it  possible,  just  how  much  is  needed  of 
every  commodity,  because  the  products  of  those  industries 
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which  are  needed  are  rising  in  value,  tempting  to  increased 
production,  and  those  which  are  not  needed  are  falling,  giv- 
ing warning  that  production  should  be  curtailed. 

If  the  stock  market  were  abolished  and  State  socialism 
set  up,  who  would  be  the  judges  of  the  direction  of  produc- 
tion? Who  would  determine  whether  there  should  be  a  mil- 
lion more  pairs  of  shoes  produced  or  only  ten  thousand? 
Who  would  determine  whether  human  energy  should  be 
wasted  in  producing  shoes  nobody  could  use,  or  utilized  in 
building  railways  where  they  were  badly  needed! 

The  guiding  factor  of  rising  and  falling  prices  having 
been  eliminated,  there  would  be  no  means  of  determining 
promptly  when  the  supply  of  any  article  had  reached  the 
limit  of  the  world's  need.  An  executive  board  of  one  hundred 
of  the  ablest  men  in  the  world  could  not  possibly  determine 
the  direction  which  production  should  take  without  the  index 
afforded  by  prices  in  the  merchandise  and  stock  markets. 
But  through  the  stock  market  it  is  determined  almost  auto- 
matically, with  as  much  nicety  as  anything  can  be  deter- 
mined which  depends  upon  human  judgment,  where  further 
production  is  needed  and  where  capital  is  needed.  Upon  that 
market  is  concentrated,  in  a  sense,  the  judgment  of  every 
human  being  in  the  world  having  any  interest  in  production 
either  as  consumer  or  producer,— not  only  of  those  who  deal 
in  stocks  and  securities,  but  those  also  who  are  directly  con- 
cerned in  the  industries  and  interests  which  those  securities 
represent.  That  delicate  register  of  values,  that  sensitive 
governor  of  production,  that  accurate  barometer  of  the  peo- 
ple's needs,  could  not  be  replaced  by  any  process  that  any 
State  socialist  has  devised  or  suggested. 


SECTION  2 

An  Editorial  from  the  Cotton  and  Cotton  Oil  News, 
Dallas,  Memphis  and  Atlanta,  December  9, 1907. 

"Liberty,  what  nameless  crimes  are  committed  in  thy  name." 

— Madiinii  Rotulaud — French  Historian 

We  might  plagiarize  this  gifted  writer  and  say,  Eefomi, 
what  nameless  blunders  are  committed  in  thv  name.    How 
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sweet  the  promise  of  the  budding  barrister  or  embryo  states- 
man; how  keen  the  anticipation  of  him  who  toils;  but  alas, 
how  different  the  execution,  how  bitter  the  realization. 

In  the  bright  spring  days  of  1906,  the  cotton  planters  of 
Georgia  were  assured  that  their  natural  ''enemy,"  the  bear 
weevil,  would  forever  be  put  to  rest  by  legislative  enact- 
ment. In  the  sweet  springtime  of  1907  the  jolly  planters  of 
Texas  were  told  that  their  bar  to  15c  cotton  would  be  re- 
moved by  squelching  the  "bucket  shops"  (bucket  shop  means 
everything  to  the  unsophisticated  from  the  New  York  and 
New  Orleans  Cotton  Exchanges  to  a  spot  buyer's  office  with 
a  telegraph  key  in  it) . 

Have  the  dreams  of  the  credulous  plowman  been  realized? 
Has  the  execution  of  the  promises  of  demagogues  and  char- 
latans killed  or  cured  the  patient?  Let  us  analyze  the  situa- 
tion and  see. 

In  presenting  this  article  we  wish  to  disclaim,  at  the  out- 
set, any  intention  of  offense  to  any  one.  We  realize  that  the 
man  with  the  hoe  has  not  been  dealt  with  fairly,  in  that  he 
has  not  had  the  opportunity  to  think  on  the  subject  as  much 
as  has  his  more  fortunately  situated  brethren  of  the  cities  and 
towns.  He  has  neither  been  properly  enlightened  or  rea- 
soned with  on  the  radical  distinction  between  an  irresponsible 
bucket  shop  and  a  legitimate  wire  house.  He  has  had 
no  opportunity  to  study  the  functions  of  the  future  contract 
as  contemplated  and  executed  by  a  legitimate  cotton  ex- 
change, or  its  vital  connection  with  the  spot  market.  On  the 
other  hand  he  has  been  made  to  believe  in  some  sort  of  hazy 
way  that  all  cotton  speculation  of  whatever  character,  all 
brokers,  exchanges,  price-making  agencies,  arbitrations  and 
all  other  necessary  rules  for  governing  both  spot  and  future 
cotton  transactions,  were  but  a  propaganda  inaugurated, 
operated  and  maintained  for  the  sole  purpose  of  depressing 
the  price  of  cotton  in  the  interest  of  the  spinner  and  against 
the  interest  of  the  planter.  ''Bucket  shop"  is  the  genornl 
blanket  term  to  cover  all  the  evils  which  flow  out  of  tliis 
modern  Pandora's  box,  on  which  so  many  statesmen  ( ?)  and 
not  a  few  newspapers  would  vault  into  fame. 
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It  is  therefore  the  purpose  of  the  Cotton  and  Cotton  Oil 
News  to  correct  the  erroneous  impressions  that  have  been 
made  upon  those  who  have  not  had  the  means  or  tlie  inclina- 
tion to  arrive  at  a  proper  understanding  of  the  real  function 
of  the  legitimate  cotton  exchange. 

We  will  take,  for  example,  the  New  Orleans  Cotton  Ex- 
change, a  Southern  institution  whose  members  are  composed 
more  largely  of  cotton  growers,  and  large  cotton  growers  at 
that,  than  any  other  class  of  men.  This  exchange  is  organ- 
ized like  a  bank  or  any  other  business  organization.  It  is 
governed  by  a  president,  vice-president,  secretary  and  board 
of  directors  or  governors,  committees  on  classification, 
weights,  arbitration,  future  contracts,  etc.  In  the  very  na- 
ture of  things  such  a  body  must  deal  fairly  with  both  the 
buyer  and  the  seller  of  cotton,  as  both  interests  are  interested 
and  represented  in  the  deliberations  of  the  exchange.  As 
New  Orleans  is  a  great  cotton  exporting  point  (nine-tenths 
of  American  cotton  is  exported  through  Galveston,  New  Or- 
leans, Mobile,  Savannah  and  Charleston)  it  must  therefore 
be  apparent  that  some  great  Southern  exchange  is  a  neces- 
sity. There  must  be  some  price-fixing  propaganda,  some 
clearing-house  for  all  the  troubles  and  vexatious  multitude  of 
complications  that  are  bound  to  arise  in  the  transaction  of 
hundreds  of  millions  of  business  between  thousands  of  firms 
annually.  It  might  be  well  to  state  here  that  many  other 
Southern  cities  have  cotton  exchanges,  notably,  Houston, 
Galveston,  Savannah,  Vicksburg,  Memphis,  Mobile,  Augusta, 
Macon,  Charleston,  and  other  places,  but  as  we  understand 
it  they  are  nearly  all  sub-offices  of  the  New  Orleans  Ex- 
change, observing  i)ractically  all  the  rules  and  regulations  of 
the  New  Orleans  exchange,  having  of  course  local  officers, 
this  for  the  sake  of  unifonn  and  negotiable  bills  of  lading, 
because  a  spot  buyer  in  New  Orleans  would  be  able  to  offer 
his  representative  at  Vicksburg  a  better  limit  than  a  Vicks- 
burg local  buyer  could  offer  to  pay  if  New  Orleans  classifica- 
tion rules  might  possess  advantages  over  the  same  rules  of  the 
Vicksburg  exchange.  None  of  the  Southern  exchanges  have 
the  future  contract  department  except  New  Orleans.    It  was 
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tried  in  Galveston  in  1903,  but  it  was  never  sufficiently  suc- 
cessful to  entitle  Galveston  to  consideration  as  a  price-mak- 
ing factor.  ^^ 
It  is  therefore  apparent  that  the  price  of  cotton  must  be 
regulated  by  some  recognized  body  with  power  to  protect  the 
interest  of  both  the  producer  and  the  consumer  of  cotton,  or 
rather  the  producer  of  cotton,  because  history  has  yet  to  pro- 
duce an  instance  when  organized  wealth,  and  that  on  the  side 
of  the  buyers,  has  not  only  been  able  to  take  care  of  itself, 
but  invariably  take  advantage  of  the  natural  mastery  of 
money.  Hence  the  prime  necessity  of  such  exchange  to  pro- 
tect the  interests  of  the  cotton  producers,  because,  as  we  have 
before  stated,  that  many  of  the  members  of  the  New  Orleans 
Exchange  are  planters  and  they  could  not  afford  to  sacrifice 
their  own  interests,  leaving  out  all  other  considerations  of 
honesty  and  fairness.  Every  bale  of  cotton  sold  in  this  coun- 
try must  be  under  a  guarantee  that  it  will  measure  up  to  the 
grade  represented,  and  these  grades  are  fixed  by  the  New 
Orleans  Cotton  Exchange  and  agreed  on  by  the  smaller  ex- 
changes, or  by  a  grade  fixed  by  the  New  York  Cotton  Ex- 
change. These  grades  must  be  authenticated  by  some  reputa- 
ble bank  or  cotton  exporter  of  established  credit  and  large 
means,  or  the  spinners  or  his  agent  in  Europe  will  not  honor 
the  draft  with  bill  of  lading  attached,  and  our  local  banks 
could  not  therefore  advance  the  money  to  the  local  buyer  who 
has  bought  the  cotton  off  the  farmers'  wagon.  These  grades, 
all  arbitrations,  valuations,  etc.,  must  be  settled  by  some 
rule,  and  hence  it  is  pretty  generally  the  rule  of  the  New  Or- 
leans exchange. 

THE  FUTURE  OR  OPTION  CONTRACT. 

The  question  naturally  arises  why  the  necessity  of  any 
future  or  option  dealing  at  all.  Is  it  not  gambling;  is  it  not 
chalk  marks,  etc.?  This  raises  the  very  question  for  which 
this  editorial  was  intended  to  answer.  The  future  contract 
is  a  convenient  and  ready  method  of  dealing  in  cotton  without 
the  vast  outlay  of  cash  and  tedious  process  of  warehousing, 
handling  and  delivery,  except  in  final  liquidation,  because 
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no  future  contract  of  either  cotton  or  grain  ivas  ever  bought 
or  sold  on  any  legitimate  exchange  or  board  of  trade  ivhen 
actual  delivery  ivas  not  contemplated  and  generally  made. 
Therefore  legitimate  future  dealing  ultimately  results  in  a 
spot  transaction,  and  for  speculative  or  commercial  purposes 
it  is  much  cheai:>er  and  more  convenient  than  carrying  the 
actual  cotton.  At  this  time  there  are  several  hundred  thou- 
sand bales  of  cotton  held  by  farmers  in  warehouses.  Many 
of  them  have  been  holding  some  of  this  cotton  since  Septem- 
ber 1,  some  refusing  14c  per  pound  for  it  in  Texas,  holding 
it  for  15c.  (This  paper  thinks  cotton  cheap  at  15c.)  We 
contend  that  this  is  just  as  much  speculation  or  a  gamble  as 
if  they  had  gone  on  the  market  and  bought  options  at  14c, 
the  only  difference  we  can  see  is  that  it  would  cost  a  great 
deal  less,  and  in  many  instances  (yes,  many,  many)  this  cot- 
ton has  been  held  at  the  expense  of  the  store-keeper,  or  par- 
tially by  the  ginner,  who  could  less  aiford  to  wait  than  the 
merchant.  Or,  to  have  played  safe,  the  farmer  could  have 
stored  his  cotton  at  12  1-2,  13  or  14  cents,  and  sold  futures 
against  it,  which  would  have  insured  him  against  loss  exactly 
as  the  banks  require  insurance  by  hedging.  This,  too,  is  a 
process  that  needs  full  and  careful  explanation  to  the  plant- 
ers, or  to  any  who  have  not  had  proper  information  on  the 
subject.  Hedging  is  merely  an  offset  to  guard  against  a 
rise  or  fall  of  the  market.  For  instance,  a  bank  in  a  small 
town  in  Mississippi  has  the  account  of  a  local  merchant  and 
cotton  buyer.  (There  are  many  merchants  and  cotton  buyers 
in  Mississippi  who  buy  and  ship  direct  to  Liverpool  or 
Havre),  and  this  buyer  shall  buy  a  100-bale  lot  of  cotton 
from  a  farmer  or  a  local  Fanners'  Union  warehouse.  Tl^e 
buyer  draws  his  checks  for  the  ready  cash  and  deposits  a 
draft  on  the  fimi  to  whom  the  cotton  is  consigned  in  Europe, 
with  through  bill  of  lading  attached,  and  the  local  bank  will 
finance  the  deal  all  right,  provided, 

THAT  THE  COTTON  IS  HEDGED  BY  A  FIEM  OF 
REPUTABLE  COTTON  FUTURE  BROKERS,  HAVING 
[MADE  THE  SALE  ON  THE  FLOOR  OF  THE  NEW  OR- 
LEANS COTTON  EXCHANGE,  AND  THE  CERTIFI- 
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GATE  OF  SUCH  SALE  ACCOMPANIES  DEAFT  AND 
BILL  OF  LADING. 

Some  of  our  friends  who  have  been  elected  to  the  legisla- 
ture because  of  pledges  to  destroy  the  ''bucket  shops"  will 
ask  why  the  banks  will  not  cash  drafts  on  unhedged  cotton, 
or  if  it  is  not  i:!Ossible  to  sell  and  ship  this  cotton  without 
hedging  and  get  the  money  for  it  just  the  same.  Most  as- 
suredly the  money  would  be  gotten  for  it  SO^fETTME,  but 
no  banker  would  honor  a  draft  on  unhedged  cotton  that  might 
be  three  months  on  the  road,  or  rather  ocean,  and  be  worth 
$15  per  bale  less  on  arrival  than  it  was  the  day  it  was  bought 
from  the  farmer's  wagon.  But  who  will  stand  the  margin  of 
expense  required  to  pay  for  the  use  of  this  money  while  the 
cotton  is  reaching  its  destination,  or  the  resultant  loss  if  the 
market  should  decline?  Why,  the  producer,  and  we  have 
been  advised  by  some  of  the  ablest  financiers  in  the  cotton 
trade  that  such  margin  would  be  little  less  than  $5  per  bale 
on  unhedged  cotton. 

Therefore  hedging  cotton  for  export  by  the  method  of  fu- 
ture selling  is  practically  a  financial  underwriting.  Not  a 
few  merchants  in  the  earlier  days  of  cotton  traffic  in  this 
country  went  broke  exporting  cotton  before  the  days  of  future 
dealing,  by  exporting  cargoes  of  cotton  which  suffered  a  fear- 
ful decline  in  price  in  transit.  We  do  not  think  any  cotton 
planter  who  reads  this  would  wish  to  assume  the  burden  of 
expense  necessar\"  to  insure  the  buyer,  banker  or  merchant 
against  loss  in  tlie  event  of  a  decline  on  unhedged  cotton. 
On  the  other  hand,  should  the  market  advance  on  unhedged 
cotton,  the  purchaser  and  not  the  producer  would  be  the 
beneficiaiy,  because  as  we  have  before  stated,  wealth  always 
takes  care  of  its  own,  no  matter  if  the  planter  has  had  to 
assume  the  expense  of  all  risk. 

We  have  sought  to  point  out  that  the  future  contract  is 
both  a  convenience  and  a  commercial  necessity.  We  now 
propose  to  show  where  the  South,  and  we  mean  the  man  who 
plows,  hoes  and  picks  cotton  when  we  say  the  South,  because 
we  want  to  let  no  man  deceive  himself,  that  every  penny  that 
is  made  or  paid  out  on  cotton  does  not  come  out  of  the  sweat 
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and  toil  of  him  that  produces,  because  the  man  who  produces 
cotton  is  the  mud-sill  of  the  whole  cotton  industrial  struc- 
ture. It  is  to  save  him  from  his  misconception  of  the  true 
mission  of  the  legitimate  cotton  trade,  both  spot  and  future, 
that  uncorrected  might  lead  him  under  the  tutelage  of  per- 
haps well-meaning  but  misinformed  leaders  to  his  further 
undoing.  "Within  the  past  two  years  trading  in  futures  has 
been  prohibited  by  statutorj^  enactment  in  South  Carolina, 
North  Carolina,  Georgia,  Arkansas  and  Texas,  with  Alabama 
shutting  them  out  January  1,  next,  and  many  statesmen 
(?)  in  Mississippi  and  Louisiana  are  anxious  to  have  a  throw 
at  the  octopus  to  redeem  campaign  pledges. 

RESULTS. 

Commensurate  with  the  demand  the  supply  of  cotton  pro- 
duced this  year  (1907)  is  the  shortest  since  the  Civil  War. 
On  October  3  the  Bureau  of  Agriculture  made  a  report  show- 
ing the  condition  to  be  one  point  lower  than  the  lowest  for 
ten  years.  The  same  day  the  Census  ginners '  report  showed 
600,000  bales  less  cotton  ginned  even  THAT  EAELY  IX 
THE  SEASON  than  for  the  corresponding  period  in  1906, 
notwithstanding  the  premature  opening  of  cotton  all  over  the 
belt  and  the  unprecedented  rush  of  it  to  market  by  the  planter 
bears  in  the  Carolinas  and  Georgia.  Under  normal  condi- 
tions the  market  was  due  to  a  clear  advance  of  100  points, 
but  with  the  buying  power  paralvzed  in  the  South,  the  un- 
hampered SELLING  POWER  OF  THE  SPINNER  IN 
THE  EAST  AND  THEIR  SYMPATHIZERS,  AND 
EUROPE,  drove  futures  down  35  points.  On  Friday,  No- 
vember 22,  both  the  Census  and  the  National  Ginners  came 
out  with  reports  more  than  300,000  bales  more  bullish  than 
the  most  sanguine  bull  ever  anticipated.  The  market  actu- 
ally broke  ten  points,  when  if  it  had  had  the  nonnal  support 
of  the  purchasing  power  of  the  South,  destroyed  by  anti- 
option  legislation,  it  would  have  gone  up  $7.50  per  bale,  and 
what  advance  it  did  finally  get  was  due  to  the  heavy  buying 
of  two  young  millionaires  in  New  York,  and  this  must  be 
counted  in  the  nature  of  an  accident.    It  is  therefore  safe  to 
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assume  that,  counting  the  depression  since  September  1  to 
this  time,  estimating  that  5,000,000  bales  have  been  marketed 
up  to  this  time  at  an  approximate  loss  of  $20  per  bale  or 
$100,000,000  because  the  bull  strength  has  been  crippled  by 
adverse  legislation  in  the  South.  It  is  a  patent  fact  that  in 
tlie  very  nature  of  things  the  greatest  long  support  of  the 
market  must  come  from  the  South,  the  natural  home  of  the 
bull,  therefore  it  is  easy  to  see  (and  we  have  been  shown) 
the  result  of  placing  an  embargo  on  the  support  of  our  own 
people,  leaving  them  defenseless  to  combat  Liverpool  and 
Havre,  all  spinners'  markets  and  dominated  by  consuming 
interests,  except  perhaps  New  York,  in  some  history 
or  cotton  that  no  bull  campaign  has  ever  been  started 
in  Europe,  and  none  ever  sustained  by  the  New  York  Cot- 
ton Exchange  without  the  assistance  of  New  Orleans. 
On  October  1,  this  year,  the  writer  was  told  by  a  New  York 
speculator  that  the  statistical  position  of  cotton  at  that  time 
warranted  an  advance  of  50  points,  but  with  the  purchasing 
power  of  the  South  so  badly  demoralized  they  could  hope  for 
no  support  in  such  a  fight,  but  could  readily  get  the  support 
of  all  New  England  and  Europe  in  a  bear  campaign,  and 
they  got  it.  In  other  words,  with  the  hands  of  the  Southern 
planter  tied  by  unwise  and  irrational  legislation  he  at  once 
becomes  the  easy  victim  of  all  the  vast  organized  wealth  of 
all  the  consuming  interests  of  the  world,  because  it  is  not 
possible  for  even  the  American  Congress  to  suppress  future 
dealing  in  Europe,  even  if  it  is  successful  in  suppressing  it 
in  New  York.  It  must  be  plain  to  the  dullest  mind  what 
will  happen  to  any  market  when  the  price-making  power  of 
the  producer  is  swept  away  or  impaired.  No  one  will  dispute 
that  it  takes  both  a  buyer  and  a  seller  to  make  a  trade.  Hence 
the  elimination  or  crippling  of  one  must  give  the  other  a 
decided  advantage.  We  have  beheld  just  such  one-sided 
market  to  the  great  cost  of  the  cotton  ])lanter,  and  he,  least  of 
all,  can  afford  the  sacrilBce  of  any  vantage  ground  in  the 
contest. 

A  great  moral  question,  that  of  gambling,  is  souglit  to  be 
made  an  issue  in  the  crusade  against  cotton  future  dealing. 
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While  sentiment  and  useless  j>lantitudes  have  no  part  in  the 
argument  of  a  great  commercial  question,  we  readily  admit 
and  condemn  the  speculation  of  unposted  men,  and  REPU- 
DIATE THE  EOBBERY  OF  IRRESPONSIBLE 
YOUTHS,  OF  $10  TO  $100  IN  MORE  IRRESPONSIBLE 
AND  OUTLAWED  BUCKET  SHOPS,  SUPPORTED  OR 
REGULATED  BY  NO  AUTHORITY  AND  ON  WHICB. 
THE  PURCHASE  OR  SALE  OF  A  BILLION  BALES  OF 
COTTON  WOULD  NEVER  AFFECT  THE  MARKET. 

It  is  the  odium  of  these  irresponsible  institutions  that  has 
inflamed  the  people  to  a  precipitate  fight  against  all  future 
dealing,  legitimate  or  otherwise,  and,  as  we  have  said,  they 
have  not  been  properly  informed  as  to  the  distinction  be- 
tween a  legitimate  cotton  exchange  house  and  a  bucket  shop. 
We  will  go  further  and  say  that  no  man  who  is  not  a  student 
of  the  cotton  situation  has  any  business  speculating  in  fu- 
tures, and  this  applies  to  the  holder  of  spots  as  well  as  to  the 
holder  of  contracts.  Some  argue  that  it  is  the  province  of 
the  stronger  to  protect  the  weaker  and  thus  remove  the  temp- 
tation. We  cannot  assume  to  constitutionally  restrain  or 
destroy  a  great  function  of  commerce  in  order  to  protect  some 
irresponsible  person.  If  such  a  law  is  necessary  to  protect 
men  from  their  own  folly  in  future  transactions,  how  much 
more  necessary  would  it  be  to  protect  the  man  from  his  folly 
in  gambling  in  spots,  because  it  is  a  well-established  fact  at 
this  good  hour  there  are  ten  planters  in  the  South  juggling 
with  chance  in  holding  spots  (and  this  paper  sincerely  hopes 
they  will  get  15c  or  more  for  every  pound  of  cotton  held)  to 
where  there  ever  was  or  ever  will  be  one  man  gambling  in 
futures.  As  far  as  that  goes,  almost  every  proposition  of 
life  is  a  gamble.  We  may  expect  to  have  an  element  of  risk 
and  men  who  will  take  long  chances  as  long  as  life  shall  last. 

Shall  we  then  surrender  all  our  part  in  the  price-making 
propaganda  to  the  European  exchanges,  even  admitting  the 
remote  possibility  of  the  New  York  Cotton  Exchange  future 
department  ever  being  abolished?  Grain  speculation  was 
abolished  in  Germany,  but  no  one  could  tell  what  grain  was 
worth,  and  the  law  was  repealed.    Germany,  however,  was 
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preparing  to  go  into  the  cotton  future  business  bad  the  Hatch 
anti-option  bill  passed  in  America,  in  order  to  help  her  spin- 
ners continue  to  hammer  down  the  price  of  cotton.  Shall  we 
surrender  all  our  munitions  of  war  to  our  enemies  and  tell 
them  we  are  helpless,  do  with  us  as  you  please,  we  cannot 
afford  to  oppose  you  because  we  have  been  told  that  it  is 
gambling?  We  think  not.  The  way  to  fight  the  devil  is 
with  fire. 

The  spinners  of  Europe,  quick  to  see  the  possibility  of  a 
great  advantage,  recently  sent  a  delegation  to  Atlanta, 
Georgia.  This  was  a  regular  anti-option  lovefeast.  John 
Bull  and  the  Frenchman  and  the  German  just  fell  on  the 
necks  of  our  Farmers'  Union  and  Southern  Cotton  Associa- 
tion and  all  proceeded  to  send  up  a  mighty  anathema  against 
cotton  future  gambling  in  America.  Some  wise  man  in  the 
bunch  thought  he  would  test  the  good  faith  of  the  spinners, 
and  a  resolution  calling  for  joint  action  against  future  deal- 
ing by  the  American,  English,  French  and  German  legisla- 
tures was  proposed.  The  resolution  was  promptly  voted 
down  by  the  spinners,  who  see  a  great  menace  to  the  welfare 
of  the  entire  cotton  interest  by  a  speculative  interest  in  the 
American  market  THAT  MIGHT  INFLATE  THE  PKICE 
OF  COTTON,  but  no  danger  to  any  one  in  the  existence  of 
the  European  speculative  markets  that  ALWAYS  DE- 
PRESS THE  PRICE  OF  COTTON.  It  is  therefore  easy 
to  see  that  the  spinner  is  anxious  to  eliminate  the  ^Vmerican 
speculative  market,  and  through  one  of  of  the  chief  oracles 
of  the  cotton  planters  tells  the  cotton  planter  that  it  is  for  his 
good.  He  does  not  explain,  however,  for  whose  good  the 
European  speculative  markets  are  to  be  continued  unhamp- 
ered and  unrestrained,  because  they  are  SELLING  MAR- 
KETS. 

We  have  gone  into  this  exhaustive  review  of  the  situation 
because  we  feel  quite  sure  that  it  has  never  been  adequately 
explained  to  the  public  generally  and  the  cotton  growers  in 
particular.     To  summarize: 

The  cotton  planter  must  have  the  moral  supi)ort  of  the 
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future  system  to  both  combat  the  selling  interest  and  to  hedge 
Ills  sales  himself  or  by  his  factor,  merchant  or  banker. 

The  cotton  planter  needs  the  information  obtained  by 
legitimate  cotton  exchange  houses  to  govern  him  in  selling  his 
product.  At  this  time  it  is  impossible  for  any  one  to  see  the 
much-abused  chalk  marks  only  upon  payment  of  a  large 
membership  fee  for  the  information,  except  in  States  where 
this  unreasonable  crusade  has  not  yet  got  in  its  work.  Not 
a  few  spot  men  have  told  the  writer  that  it  was  not  to  their 
interest  for  the  man  with  cotton  to  sell  to  know  too  much. 

We  have  patiently  waited  for  Mr.  Jordan,  Mr.  Clark,  of 
Mississippi,  or  Mr.  Potts,  of  Louisiana,  to  offer  some  sub- 
stitute for  the  present  cotton  exchange.  They  admit  we  will 
have  to  have  something.  AVe  would  then  say,  let  us  improve 
and  correct  what  we  have.  No  honest  broker  fears  a  com- 
pulsory honest  spot  or  future  contract,  but  welcomes  any 
reasonable  reform  and  the  fullest  and  most  complete  inves- 
tigation. What  they  do  ask  for  is  protection  against  an  ele- 
ment of  irresponsible  traders  or  bucket  shops  who  recognize 
no  authority  and  who  bet  heads  I  win,  tails  you  lose.  The 
legitimate  wire  house  is  an  indispensable  adjunct  to  the  spot 
business  and  is  so  regarded  by  all  thinking  business  men. 
To  undertake  to  keep  men  from  making  unfortunate  deals 
is  impossible,  and  it  is  also  impossible  to  keep  men  from 
playing  poker  and  craps,  or  investing  in  wild-cat  real  estate. 

We  would  say  to  the  people  of  those  States  which  have 
not  already  passed  drastic  anti-option  laws  to  at  once  prepare 
petitions  to  their  legislature  asking  them  to  consider  what 
they  are  doing.  Simply  ask  your  law-makers  to  investigate 
the  story  we  have  here  presented  and  find  out  for  themselves 
if  we  are  not  correct.  Common  sense  and  common  honesty 
are  certainly  needed  to  keep  any  more  States  from  killing 
instead  of  curing  the  patient.  WE  HAVE  BEEN  TOLD 
BY  LARGE  NUMBERS  OF  TEXAS  FARMERS  THAT 
THEY  NEVER  CONTEMPLATED  THE  FAR-REACH- 
ING EFFECT  OF  THE  ANTLOPTION  BILL  OR  THEY 
WOULD  NOT  HAVE  SOUGHT  ITS  PASSAGE,  AND 
THAT  THEY  WILL  EMBRACE  THE  FIRST  OPPOR- 
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TUXITY  OF  ASKING  FOR  ITS  REPEAL,  BUT  WHAT 
THEY  WANTED  TO  DO  WAS  TO  KILL  THE  BUCKET 
SHOP.  Tliis,  too,  is  the  sentiment  in  all  the  other  States 
so  afflicted. 

We  have  laid  the  matter  before  you  frankly  and  kindly. 
Send  to  the  New  Orleans  Cotton  Exchange  and  ask  for  their 
rules  on  both  future  and  spot  transactions,  then  seek  your 
cotton  buyer  and  banker  and  ask  about  the  necessity  for  and 
the  absolute  honesty  of  the  same. 

Take,  for  illustration,  the  price  of  wheat  last  summer  and, 
in  fact,  all  this  year.  The  cotton  crop  is  much  shorter  than 
the  wheat  crop.  Suppose  the  wheat  growers  had  secured 
the  abolition  of  the  Kansas  City  and  Chicago  boards  of 
trade,  what  would  have  been  the  fate  of  wheat  ?  What  will 
be  the  fate  of  cotton  without  the  New  Orleans  Cotton  Ex- 
change? 


SECTION  3 


Can  the  Business  of  a  Board  of  Trade  Man  be  Consistently 

Christian? 

By  J.  B.  Adams 

If  you  will  take  the  charter,  rules  and  by-laws  of  the 
Chicago  Board  of  Trade  as  an  index  of  the  objects  of  the  asso- 
ciation and  the  character  of  the  business  carried  on  there,  I 
feel  absolutely  certain  that  you  can  point  to  no  business 
organization  with  higher  aims  and  purposes.  These  are 
stated  in  its  preamble  to  be : 

"To  maintain  a  commercial  exchange;  to  pro- 
mote uniformity  in  the  customs  and  usages  of  mer- 
chants; to  inculcate  principles  of  justice  and  equity 
in  trade ;  to  facilitate  the  speedy  adjustment  of  busi- 
ness disputes;  to  acquire  and  disseminate  valuable 
commercial  and  economic  information,  and  generally, 
to  secure  to  its  members  the  benefits  of  co-operation 
in  the  furtherance  of  their  legitimate  pursuit." 
Its  aims  have  always  been  broader  than  mere  self-interest. 
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and,  taking  its  history  from  the  beginning,  it  has  done  more 
than  any  other  local  organization  to  attract  trade  to  Chicago, 
to  facilitate  trade  with  the  farms  of  the  Central  Valley  and  the 
mills  of  the  East,  and  to  improve  the  facilities  of  commerce. 
For  the  benefit  of  the  producer  as  well  as  the  consumer,  it 
introduced  and  established  a  just  and  fair  inspection  of  grain, 
fair  weights  and  the  preventage  of  leakage  and  theft  in  tran- 
sit, reduced  freight  and  carrying  charges,  improved  the  facil- 
ities for  doing  business,  reduced  the  hazards  and  removed 
unfair  discriminations.  It  fixes  prices  where  there  is  an 
open  and  unhampered  expression  of  the  relations  between 
supply  and  demand,  and  furnishes  at  great  expense  to  itself 
the  most  reliable  infoimation  upon  which  these  prices  are 
based— information  that  is  given  promptly  and  gratuitously 
to  the  entire  public  immediately  upon  its  receipt,  so  that  buyer 
and  seller  may  be  equally  well  posted  when  they  meet  to  trade, 
and  without  which  prices  would  be  dependent  upon  mere  local 
opinion.  There  is  no  business  so  openly  conducted  in  the 
sight  of  all  men  as  the  grain  and  provision  trade  on  our  Ex- 
change, and  which  so  nearly  succeeds  in  giving  buyer  and 
seller  equal  benefits  of  a  broad  open  market. 

The  Board  as  an  institution  has  been  instrumental  in 
securing  these  great  benefits  to  Chicago  and  all  the  country 
engaged  in  the  grain  and  provision  trade.  But  the  Board 
itself  carries  on  no  commercial  business.  It  merely  furnishes 
a  room  and  other  conveniences  for  it.  There  are  many  kinds 
of  business  conducted  by  its  members,  all  of  which  are  called 
* '  Board  of  Trade  business. ' '  The  many  banker  members  loan 
on  grain  and  provision  collaterals  and  accept  margin  deposits 
as  securities  for  contracts.  Eailroad  men  and  shipowners, 
who  have  memberships,  solicit  consignments  over  their  lines ; 
hay  men  sell  carload  lots  of  hay  by  sample ;  cash  handlers  of 
grain,  including  receivers,  shippers,  exporters,  elevator  own- 
ers, cleaners  and  mixers  of  grain,  millers  and  the  brokers  for 
these  different  classes  of  business  men,  all  do  what  they  call  a 
'  *  Board  of  Trade  business. ' '  I  am  going  to  assume  that  you 
are  not  so  unfair  as  to  say,  because  you  believe  there  are  some 
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evils  connected  with  the  trade,  that  all  are  tarred  with  the 
same  stick  because  they  do  business  under  that  same  roof. 
So  far  as  this  class  of  Board  of  Trade  business  is  concerned, 
I  am  only  going  to  show  you  something  of  its  volume.  In 
1908,  the  Board  of  Trade  Weighing  Department  officially 
weighed  385,000,000  bu.  of  grain.  As  ofificial  weights  are  only 
required,  as  a  rule,  where  there  has  been  a  sale,  these  figures 
indicate  actual  cash  transactions  by  board  members.  As  the 
receiver  sells  to  the  elevator  man,  speculator  and  shipper,  and 
these  in  turn  resell  to  the  shipper,  exporter  and  miller,  and 
often  several  times  to  one  another,  the  actual  cash  transactions 
on  the  board  amount,  in  bushels,  to  several  times  this  amount. 
Besides  this  the  board  members  handle  more  actual  cash  grain 
outside  of  Chicago  than  the  amount  weighed  up  by  the  Weigh- 
ing Department.  Again,  there  is  about  300,000  tons  of  hay 
received  in  Chicago  a  year,  most  of  which  is  sold  by  sample 
on  the  board.  There  is  also  a  large  trade  in  provisions, 
starting  in  ** future"  purchases  or  sales,  which  result  in  cash 
sales  and  shipments.  The  Chicago  Tribune,  in  its  annual 
trade  review,  January  1,  1909,  estimated  the  wholesale  dry 
goods  trade  of  the  city  in  1908  at  $220,000,000 ;  the  boot  and 
shoe  manufacturers'  sales  at  $135,000,000.  The  actual  cash 
transactions  on  the  Chicago  Board  of  Trade  exceeds  in  dollars 
that  of  any  three  or  four  other  wholesale  or  manufacturers 
trades  of  the  city  put  together. 

I  will  here  leave  this  branch  of  our  business,  which  is  the 
foundation  of  our  whole  trade,  and  will  take  up  the  subject 
of  "futures." 

A  cash  trade  is  one  in  which  the  owner  of  property  agrees 
to  deliver  it  immediately.  A  "future"  is  a  trade  in  which 
the  parties  to  the  contract  agree  to  deliver  and  receive,  not 
now,  but  at  a  future  time  specified  in  the  contract,  and  pay- 
ment is  not  made  till  the  goods  are  delivered. 

An  "option"  is  the  right  to  deliver  or  receive  the  property 
or  not  to  do  so,  at  the  wish  of  the  buyer  of  the  option  only. 
Courts  hold  that  "options"  are  illegal;  "futures"  legal. 
.  Future  trading  is  a  comparatively  new  thing.     There  is 
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evolution  in  business  methods  as  well  as  in  the  natural  king- 
dom, and  "futures"  is  a  new  piece  of  machinery  which  has 
been  evolved  and  is  of  great  economic  value.  There  were 
once  laws  against  a  man  reselling  corn  in  the  same  place  in 
which  he  had  bought  it.  It  was  considered  gambling  or  per- 
nicious speculation.  The  world  has  outgrown  this  view. 
Many  once  believed,  and  some  still  believe,  that  all  ''future" 
contracts  are  gambling.  With  better  information  they,  too, 
will  outgrow  this  view. 

There  was  a  time  in  England  in  the  16th  century,  and  in 
Holland  in  the  17th,  when  regrating  was  punished  by  con- 
fiscation of  all  of  the  offender's  property  and  his  imprison- 
ment indefinitely  at  the  pleasure  of  the  king.  As  late  as 
1800,  persons  were  punished  in  England  for  this  practice. 
In  England  in  1734,  and  in  New  York  in  1812,  laws  were 
passed  forbidding  anyone  to  sell  government  or  corporate 
securities  at  a  premium. 

In  the  Fifties  in  grain,  in  the  Sixties  in  provisions,  and  in 
1871  in  cotton  began  the  present  system  of  trading  for  future 
delivery.  This  did  not  originate  from  a  gambling  impulse, 
but  purely  from  the  necessities  of  the  farmer  and  grain  and 
cotton  buyer.  In  early  days,  when  men  would  buy  corn,  crib  it 
in  the  country  and  hold  it  till  spring,  when  the  canal  opened 
and  they  could  ship  in  cheaper,  they  used  to  come  to  Chicago 
and  hunt  around  from  office  to  office  for  some  man  who  would 
buy  the  corn  for  May.  If  they  found  such  a  one  then  they 
could  obtain  advances  of  money  from  a  banker  for  the  pur- 
chase of  the  corn,  and  would  go  back  to  the  country,  buy  the 
corn,  crib  it  and  keep  it  till  navigation  opened,  and  then 
deliver  on  their  May  sales.  Trading  in  futures  in  pork  pro- 
ducts began  in  war  times,  when  the  government  wished  to 
buy  prime  mess  pork  for  future  delivery.  Before  there  was 
trading  in  futures,  pork  packing  was  considered  the  worst  and 
most  risky  operation  possible,  because  the  packer  had  to  carry 
his  products  himself  until  a  cash  demand  came  for  it,  unless 
the  packers  formed  a  combine  to  break  prices  of  hogs  to  an 
extremely  low  figure.    Manufacturers  of  cotton  used  to  sell 
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their  products  ahead,  but  as  the  margin  of  i>rofit  was  small 
they  tried  to  protect  their  sales  of  yarn  and  cloth  by  the 
purchase  of  the  necessary  cotton  for  future  delivery.  These 
were  the  initial  reasons  for  tranactions  in  future  of  grain, 
hog  products  and  cotton. 

It  was  immediately  seen  by  the  mercantile  world  that  this 
system  was  of  immense  value.  The  financial  risk  which  a 
middleman  or  manufacturer  was  wont  to  assume  in  buying 
raw  products  was  a  material  factor  in  price  making.  A 
banker  will  pay  more  for  a  U.  S.  bond  than  for  a  Chicago; 
more  for  a  Chicago  than  a  Metropolitan  ''L"  bond,  although 
all  promised  the  same  rate  of  interest,  because  of  the  difference 
in  the  risks  involved.  In  buying  cash  grain  and  carrying  it 
any  length  of  time  great  risks  are  taken.  A  new  crop  is 
harvested  somewhere  in  every  month  of  the  year.  News  as 
to  the  amount  or  condition  of  the  growing  crop  may  raise  or 
lower  prices.  War  or  peace  news,  or  anything  that  will  raise 
apprehensions  as  to  or  modify  supply  and  demand,  will  effect 
prices.  Now,  if  you  want  to  buy  10,000  bushels  of  corn  from 
an  lowan  farmer  for  shipment  to  a  New  England  customer, 
and  it  would  take  from  two  weeks  to  a  month  to  get  the  corn 
to  the  N.  E.  buyer  after  you  had  contracted  for  it,  you  might 
lose  five  to  ten  cents  a  bushel  by  a  drop  in  price  in  the  mean- 
time. If  you  can  find  a  man  who  will  agree  to  give  you  50 
cents  a  bushel  for  the  corn  thirty  days  from  now,  you  could 
then  give  the  farmer  a  part  of  the  value  you  formerly  de- 
ducted on  account  of  the  risks  to  you.  This  is  a  mere  illus- 
tration of  a  world  business  that  is  now  carried  on  in  this  way: 
A  miller  in  Glasgow  wires  his  agent  in  San  Francisco  to  buy 
him  100,000  bushels  of  California  No.  1  white  wheat.  The 
order  is  filled.  It  will  take  four  months  for  that  cargo  to  get 
to  Glasgow.  To  avoid  the  risk  of  a  drop  in  price,  he  will  order 
sold— go  ''short"— 100,000  bushels  of  No.  2  Spring  wheat  in 
Chicago  for  May  delivery.  Now,  if  wheat  should  go  up  10 
cents  a  bushel  bofore  he  recoivos  it  at  Glasgow,  ho  would  make 
$10,0r)0  on  his  cargo  and  lose  $10,000  on  his  short  sale  in 
Chicago.    If  the  wheat  should  go  down,  he  would  lose  $10,000 
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on  the  cargo  and  make  the  same  amount  on  tlie  short  sale  in 
Chicago.  When  the  wheat  arrives  and  is  ground  into  flour, 
as  fast  as  the  miller  sells  his  flour  he  wires  to  Chicago  to  buy- 
in  his  ''short"  sales.  In  this  way  he  is  enabled  to  buy  the 
wheat  and  sell  the  flour  at  a  fair  manufacturer's  profit,  elim- 
inating all  speculative  risks. 

Before  a  Congressional  Committee  of  the  House  in  1892,  a 
representative  of  the  Isaac  Harter  Co.,  of  Fostoria,  Ohio, 
testified:  "We  are  not  speculators  in  any  sense  of  the  word, 
and  it  is  because  we  do  not  desire  to  become  speculators  and 
gamblers  that  we  are  in  favor  of  trading  in  futures.  Imme- 
diately after  the  harvest  there  is  a  large  quantity  of  wheat 
thrown  on  the  market,  and  with  the  interior  millers  of  the 
West,  that  wheat  must  be  secured  at  that  time  before  it  goes 
to  the  seaboard,  where  it  is  impossible  for  us  to  again  get  it. 
The  Harter  Company  has  an  elevator  capacity  of  about  700,- 
000  bushels  of  wheat,  and  immediately  after  harvest  we  have 
an  opportunity  of  loading  these  elevators  to  their  full  capac- 
ity, and  every  3'ear  we  do  it.  The  elevator  can  be  filled  in 
thirty  to  sixty  days,  and  having  once  secured  it  there,  we  are 
sure  of  a  grinding  stock  till  the  next  harvest,  with  what  we 
can  pick  up.  We  buy  the  wheat  at  any  time  it  is  offered. 
As  soon  as  we  buy  it  we  sell  a  future  against  it.  Then  it 
makes  no  difference  to  us  whether  the  price  of  wheat  goes  up 
or  down,  the  mill  is  absolutely  protected  and  we  do  not  gamble 
in  grain.  If  we  were  not  allowed  the  privilege  of  protecting 
ourselves,  we  figured  a  few  days  ago,  that  the  loss  to  our  mill 
since  the  harvest  up  to  this  time  would  be  not  less  than  $60,- 
000,  which  would  represent  the  profits  of  an  entire  year  to  a 
mill  of  our  capacity;  but  having  protected  ourselves  we 
are  absolutely  indifferent  as  to  advances  or  declines  in  the 
market. ' ' 

The  same  gentleman  also  testified  that  the  mill  was  often 
enabled  to  sell  large  lots  of  flour  ahead  by  being  able  to  buy 
futures  when  they  could  not  at  the  time  buy  the  actual  grain. 

The  great  grain  and  cotton  crops  are  now  marketed  in  this 
way  largely.   As  soon  as  the  miller,  shipper,  exporter,  country 
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elevator  concern  or  other  cash  hujer  makes  the  initial  trade, 
he  makes  a  sale  for  future  delivery  called  a  ' '  hedge, ' '  and  as 
soon  as  he  disposes  of  the  cash  article  he  buys  in  his  hedge. 
There  have  been  many  bills  introduced  in  Congress  to  reg- 
ulate trading  in  futures,  such  as  the  Butterworth,  Hatch  and 
Washburn  bills,  but  even  the  framers  of  these  admitted  the 
necessity  and  legality  of  trades  in  futures  of  this  class. 
These  hedging  sales  run  up  into  the  hundreds  of  millions  of 
bushels  a  year.  Not  only  is  the  produce  of  our  own  farm 
hedged  in  this  way,  but  purchases  in  Liverpool  or  Antwerp, 
in  Odessa,  Cairo,  Australia,  Argentine  or  any  producing 
countrj"  is  similarly  insured  and  most  of  the  insurance  is 
placed  in  Chicago  because  it  is  the  broadest  market  and 
orders  can  be  filled  quicker,  closer  to  the  market,  and  in 
larger  amounts  than  elsewhere.  All  of  this  immense  trade 
is  based  on  the  one  fact  that  a  class  of  middleman,  called 
speculators,  has  been  organized  to  assume  these  risks  which 
others  do  not  wish  to  carry.  Fire,  life  and  marine,  and  all 
the  many  kinds  of  insurance  methods  are  based  on  the  same 
principles.  You  own  a  house  worth  $10,000  that  might  burn 
up  and  cause  a  loss  that  would  be  inconvenient  to  you. 
There  are  hundreds  of  thousands  in  the  same  fix.  Records 
show  that  the  actual  number  of  fires  amounted  to  approxi- 
mately a  certain  percentage  of  all  the  risks.  It  was  figured 
from  the  doctrine  of  chances  that  if  enough  persons  owning 
similar  $10,000  risks  would  come  together  and  pay  $25.00 
apiece  every  year,  one  could  guarantee  all  against  loss.  So 
now  you  slide  out  of  this  risk  by  paying  your  insurance  man 
$25.00.  If  your  house  does  burn  up  he  gives  you  $10,000 
and  he  keeps  the  $25.00,  which  would  hardly  be  considered  a 
fair  quid  pro  quo  except  on  the  theory  that  he  really  did 
not  insure  the  individual,  but  the  whole  class,  and  what 
the  whole  cla.«s  of  insured  paid  in  a  year  was  a  fair  return 
for  his  services  and  the  losses  paid  by  him.  It  would  not  be  fair 
to  call  this  a  mere  gamble,  in  which,  if  the  insurance  man 
wins  he  gets  $25.00  and  you  get  a  year's  peace  of  mind,  but, 
if  you  win,  you  get  $10,000  and  he  gets  $25.00.    The  Illinois 
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Legislature  passed  a  law  against  gambling,  but  fearing  that 
some  judges  might  think  insurance  and  gambling  to  be  of 
the  same  nature,  it  at  once  inserted  in  the  same  act  a  para- 
graph declaring  that  nothing  in  the  law  should  be  construed 
in  any  way  to  prohibit  or  effect  insurance  made  in  good 
faith.  It  recognized  the  similarity  of  risks,  but  also  the 
benefits  which  one  conferred  and  the  other  did  not.  Judge 
Grosscup,  in  an  opinion  on  "hedges,"  said:  "Hedging" 
is  a  manufacturer's  or  merchant's  insurance  against  price 
fluctuations,  and  no  more  damnatory  than  insurance  of  life, 
which  in  one  sense  is  a  wager  that  the  life  will  not  fail  in  less 
than  the  expectancy  in  the  actuaries  tables."  If  the  in- 
surance man  makes  a  mistake  in  figuring  the  proper  premium, 
he  sustains  big  losses,  unless,  anticipating  these  results,  he 
re-insures  in  other  concerns,  or  cancels  the  policy,  as  he  has  a 
right  to  do  upon  notice.  The  speculator  also  protects  him- 
self by  resales  or  purchases. 

I  have  tried  to  show  that  there  is  a  large  class  of  dealers 
in  grain,  produce  and  cotton,  whose  business  is  subject  to 
great  risks  and  that  a  class  of  men  called  speculators  have 
associated  together  to  take  these  risks.  If  it  is  morally  right 
for  a  farmer,  miller  or  grain  buyer  to  shift  these  risks  onto 
the  shoulders  of  some  one  else,  it  is  as  true  as  any  corollary 
to  a  theorem  in  mathematics,  that  it  is  morally  right  for  that 
other  person  to  assume  the  risks.  Mark,  I  do  not  say  it  would 
be  wise  or  profitable  for  the  man  to  assume  them ;  only,  that 
there  is  no  moral  or  legal  reason  why  it  may  not  be  done. 
Much  of  the  adverse  criticism  of  board  transactions  comes 
from  not  recognizing  this  distinction  between  right  and  wis- 
dom. In  life  or  other  insurance  a  premium  is  paid  per  $1,000 
of  property  insured.  In  grain  and  cotton  there  is  no  such 
fixed  sum  paid,  but  the  charge  is  included  in  the  price  paid 
the  buyer  of  the  future  delivery.  This  business  is  carried  on 
by  a  large  class  of  young,  shrewd,  men,  who  are  exceptionally 
well  informed  as  to  supply  and  demand.  They  are  helped 
not  only  by  the  extensive  world-wide  statistics  and  news  sup- 
plied by  the  board,  but  by  facts  which  they  gather  at  great 
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individual  labor  and  cost.  They  are  in  touch  with  the  world 
situation.  They  meet  in  an  exchange  hall  and  in  open  com- 
petition fix  the  prices  at  which  their  risk  contracts  are  taken. 
Their  compensation  is  not  determined  wholly  by  individual 
trades.  They  know  beforehand,  as  the  insurance  man  does, 
that  they  are  liable  to  many  losses  during  the  year,  and  it  is 
the  net  return  that  is  their  compensation.  Sometimes  this 
is  on  the  wrong  side  of  the  ledger,  just  as  in  any  other  busi- 
ness this  often  happens.  In  the  Tribune  January  11,  1909,  a 
writer  in  the  Workingman's  Sheet  of  that  paper  introduced 
his  article  by  the  statement,  quoted  from  a  statistician,  that 
75  per  cent  of  all  who  enter  the  retail  trade  fail.  The  same 
sheet,  a  year  ago,  on  the  retail  grocers  of  the  city,  said  that 
there  were  4,000  of  them  in  the  city  and  that  half  of  them 
fail.  Failures  are  no  evidence  of  the  moral  status  of  a  busi- 
ness. In  this  speculative  grain  trade  the  members  make 
legal,  moral  and  binding  contracts.  Every  future  contract 
on  the  board  demands  the  actual  delivery  and  receipt  of  the 
goods.  A  legal  delivery  is  always  made  (except  in  the  case 
of  a  corner  or  business  failure).  Anyone  making  a  pretended 
trade,  where  delivery  was  understood  not  to  be  made,  and 
the  difference  only  adjusted,  would  be  expelled  from  the 
board.  Members  have  been  expelled  for  such  acts.  Such 
trades  are  always  made  secretly,  not  in  the  open  market. 
Bucket  shop  trades  are  of  this  character.  In  them  no  delivery 
is  contemplated  or  made.  They  use  market  prices,  but  do 
not  make  them.  No  kind  of  service  or  benefit  comes  from 
them.  In  1889  there  were  1,500  of  these  shops  in  the  coun- 
try, and  it  has  been  estimated  by  a  writer  in  Everybody's 
Magazine  that  contracts  for  two  and  one-quarter  billion 
bushels  of  grain  were  made  in  them  in  a  year.  The  Christie 
Company  of  Kansas  City,  in  a  Board  of  Trade  case,  admit- 
ted that  it  made  in  one  year  contracts  for  157,000,000  bushels 
of  grain,  where  no  delivery  was  ever  contemplated  or  made. 
There  are  evils  connected  with  speculation  everywhere— in 
real  estate,  dry  goods,  coal,  etc.— but  much  of  the  odium  at- 
tached to  speculation  comes  from  these  bucket  shops.     The 
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Chicago  Board  of  Trade  has  spent  nearly  half  a  million  dol- 
lars in  trying  to  suppress  them,  and,  largely  through  the 
efforts  of  its  directors  last  winter,  several  states  passed  laws 
which  have  closed  them  in  those  states,  and  their  number 
has  been  greatly  reduced  elsewhere,  but  I  am  informd  by  our 
Market  Eeport  Committee  that  there  are  still  six  large  ones 
and  twenty  small  ones  in  operation  and  that  the  six  large 
ones  have  645  branches. 

On  January  17,  1909,  E.  A.  Calvin,  formerly  president  of 
the  Texas  Farmers '  Union,  and  now  manager  of  the  Farmer 's 
Union  Cotton  Co.,  of  Houston,  is  quoted  in  the  Houston 
Times-Democrat  as  saying:  *'Tlie  present  anti-future  law 
of  Texas  has  injured  the  cotton  grower.  Since  the  Texas  anti- 
option  law  became  effective,  farmers  have  sold  approximately 
20,000,000  bales  of  cotton  at  a  virtually  proven  price  from  2 
to  3  cents  per  pound  below  its  intrinsic  value,  and  the  loss  to 
farmers  on  this  cotton  has  been  from  $200,000,000  to  $300,- 
000,000.  The  remedy  is  ''the  enactment  of  a  law"  that  will 
prevent  bucket  shops  operating,  but  will  permit  the  buying 
of  cotton  for  present  or  future  delivery,  on  cash  or  on  credit. 
The  majority  of  people  do  not  understand  the  reason  for  or 
the  details  of  speculation  and  consequently  are  unable  to 
distinguish  the  vital  difference  between  a  bucket  shop  and  a 
legitimate  brokerage  office,  so  they  obliterate  both  so  far  as 
it  is  in  their  power,  and  the  result  is  apparent."  There  are 
many  persons  still  who  see  no  difference  between  a  bucket 
shop  and  a  board  of  trade. 

I  have  said  that  in  this  speculative  business  on  the  board 
the  members  make  legal,  moral  and  binding  contracts.  Their 
compensation  is  what  they  can  make  out  of  them.  This  may 
seem  an  uncertain  return,  but  that  is  their  own  affair.  The 
return  services,  unlike  a  bucket  shop  trader's,  are  large. 
Every  trader  not  only  offers  the  insurance  protection  I  have 
referred  to,  but  each  one  is  a  factor  in  making  a  broad  specu- 
lative market.  You  may  think  that  such  a  market  is  for  the 
benefit  of  the  speculator  only.  It  is  not.  It  is,  as  one  judge 
expressed  it,  "frought  with  great  public  interest."  Let  me 
point  out  some  of  these  public  services. 
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Good  judges  in  the  grain  business  estimate  that  these 
speculative  markets  give  the  farmer  5  or  6  cents  a  bushel  more 
for  his  grain,  because  of  the  elimination  of  so  much  of  the 
risks  by  the  buyer  of  futures.  "We  raise  4,000,000,000  bushels 
of  grain  in  this  country  each  year.  Five  cents  on  each  bushel 
would  amount  to  $200,000,000  a  year  saved  to  the  farmers. 

Seventy  per  cent  of  the  grain  crops  surpluses  are  mar- 
keted in  the  first  four  or  five  months  of  the  crop  year.  The 
system  of  futures  prevents  a  great  break  in  prices  at  such 
times  and  carries  the  enormous  surpluses  till  demand  over- 
takes supply.  In  the  panic  of  1907  wheat  and  corn,  in  which 
there  was  future  trading,  dropped  7  and  4  cents  a  bushel  in 
seven  days.  Barley,  in  which  there  was  no  such  speculation, 
dropped  in  the  same  time  28  cents.  Without  this  system  of 
futures  the  buying  would  fall  to  a  few  big  corporations  or 
trusts.  There  is  no  such  system  for  the  protection  of  sellers  of 
cattle,  hogs  and  sheep.  You  get  a  carload  of  stock  at  the 
yards  and  go  in  the  morning  to  sell  and  find,  according  to 
report,  that  four  or  five  buyers  for  the  big  packers  have  appa- 
rently agreed  upon  a  price  for  the  day.  You  accept  that  price 
or  reship  your  stock  home  or  to  some  other  market,  for  there 
is  no  competition  in  the  prices  offered. 

INIr.  Charles  P].  Russell,  in  Everybody's  Magazine,  said: 
"Farmers  used  to  bring  their  tobacco  to  market  and  the  buy- 
ers were  wont  to  bid  for  it,  and  they  got  6  to  8  cents  a  pound. 
Now  the  tobacco  trust  is  the  only  buyer  and  the  farmer  gets 
3  cents  a.  pound  and  the  value  of  his  land  is  depreciated  one- 
half  and  the  world  horrified  by  barn  burning  throughout  the 
South.  Prior  to  1907  cotton  was  hedged  all  through  the  South 
like  grain  an<l  a  c^'rtificate  of  the  future  sale  with  the  name  of 
the  buyer  was  sent  with  the  bill  of  lading  and  draft  to  the 
bank  and  the  necessary  money  was  advanced  to  finance  the 
deal.  Some  thoughtless  persons,  who  classed  boards  of  trade 
and  bucket  shops  together,  decided  to  stop  the  trading  in  fu- 
tures because  it  depressed  prices  and  was  nothing  but  gam- 
bling, and  on  January  1,  1907,  suHi  trading  was  prohibited  in 
six  southern  states  (Xorth  and  South  Carolina,  Georgia,  Ar- 
kansas and  Texas.)     The  cotton  crop  of  1907  was  relatively 
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the  smallest  since  the  war  and  should  have  brought  good 
prices.  The  new  statutes  killed  off  the  class  of  buyers  in  the 
south  who  used  to  carry  the  surplus.  The  Cotton  and  Cotton 
Oil  News  of  Dallas,  Memphis  and  Atlanta  estimated  the  loss 
to  the  south  in  one  year  by  this  legislation  at  $100,000,000. 

The  Texas  anti-future  law  became  effective  July  12,  1907, 
and  on  that  date  July  New  Orleans  cotton  closed  at  $12.85  and 
then  steadily  declined  until  April  28,  1908,  when  it  sold  for 
$8.47  or  a  decline  of  $22.50  per  bale.  This  enormous  decline 
occurred  from  the  start  to  the  finish  of  the  greatest  (specu- 
lative?) holding  movement  of  cotton  by  farmers,  merchants 
and  their  friends,  that  ever  was  or  probably  ever  will  be 
known.  That  this  decline  was  unjustified  is  evidenced  by  the 
fact  that  during  that  year  spinners  consumed  11,885,000  bales 
of  cotton  or  313,000  bales  more  than  the  farmers  produced, 
which  was  only  11,571,916!  (E.  A.  Calvin  in  Houston,  Tex., 
Times  Democrat,  Jan.  17, 1909.) 

The  German  agriculturists  in  1896  secured  the  closing  of 
the  Produce  Bourse,  where  trading  in  futures  was  carried 
on  so  as  to  bring  about  higher  prices.  The  result  was  that 
prices  were  lowered  and  were  governed  solely  by  local  opin- 
ion. Prices  varied  greatly  in  villages  only  ten  miles  apart. 
Sellers  were  at  the  mercy  of  buyers.  Not  only  farmers,  but 
the  business  of  the  whole  country  was  depressed  and  at  the 
request  of  the  farmers  the  Bourse  was,  in  1900,  reopened 
for  this  kind  of  trading. 

"In  famine  stricken  India,  the  Government  regards  spec- 
ulative distribution  as  of  the  whole  far  more  efiicient  than 
any  beaurocatic  distribution  could  be.  AVhere  Government 
has  assumed  even  a  part  of  this  risk,  as  in  Eussia,  where 
there  are  no  grain  speculative  markets,  piles  of  wheat  rot 
in  one  section,  while  people  starv'e  in  the  next."  (U.  S. 
Industrial  Commission  Eeport.) 

This  system  of  future  trading  benefits  the  miller,  packer 
and  cotton  manufacturer  hj  enabling  him  to  buy  the  raw 
material  from  day  to  day,  as  sent  in  at  the  convenience  of  the 
producer  at  the  current  market  price,  without  fear  of  loss. 
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Without  it  be  would  be  only  occasionally  in  tbe  market  wben 
supply  or  manipulation  bad  greatly  reduced  tbe  price. 

Tbe  system  gives  tbe  exporter  broader  markets  to  supply 
and  to  keep  in  tbis  country  tbe  risk  costs  wbicb  otherwise 
would  go  to  tbe  foreigners.  Tbe  export  trade  affected  by 
these  transactions  is  estimated  at  $500,000,000. 

Tbe  system  enables  banker  to  finance  tbe  cash  trade  at 
lower  rate  of  interest  and  do  a  larger  business. 

It  enables  men  of  small  means  to  engage  in  business  be- 
cause tbe  risks  are  lessened. 

It  opens  to  every  dealer  tbe  benefits  of  a  world  market 
instead  of  a  provincial  one.  If  one  city's  price  is  relatively 
out  of  line  with  the  world  price,  men  who  are  called  '  *  spread- 
ers" will  sell  in  tbe  dearer  and  buy  in  tbe  cheaper,  their 
trades  acting  as  a  balance  wheel  to  bring  the  points  out  of 
line  back  to  the  normal. 

The  system  narrows  fluctuations  in  prices  as  shown  by  the 
records  of  past  years. 

I  have  spoken  at  length  of  the  insurance  feature  of  "fu- 
tures." It  is  estimated  by  good  authorities  that  there  are 
right  now  from  50,000,000  to  60,000,000  bushels  of  wheat 
hedged  in  tbe  Chicago  market,  a  large  part  of  wbicb  covers 
the  surplus  which  the  miller  and  exporter  cannot  at  present 
use,  and  would  be  a  depressing  feature  but  for  these  hedges. 
The  speculators  are  carrying  tbis  wheat  at  their  own  risk 
for  what  they  can  make  out  of  tbe  contracts,  while  the  other 
party  is  getting  tbe  insurance  or  the  wheat. 

There  are  other  short  sales  besides  hedging  sales.  An 
owner  of  grain  cannot  conveniently  deliver  now,  but  wants 
to  take  advantage  of  current  prices.  He  may  sell  for  next 
May  delivery  and  when  that  month  arrives  bo  will  deliver  the 
wheat.  It  is  immaterial  wliether  a  miller,  exporter  or  a  mere 
speculator  bought  that  future.  The  si)eculative  buyer  ren- 
dered tbe  grain  owner  a  service. 

Another  class  who  sells  futures  is  tbe  capitalist.  It  costs 
about  VA  cents  to  carry  wheat  in  the  city  elevators  per  month. 
It  would  cost  about  6  cents  to  carry  it  from  now  (January 
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16)  to  the  middle  of  May.  It  may  happen  when  wheat  is 
greatly  depressed  that  the  ** future"  four  months  away  would 
be  8  or  10  cents  higher  than  the  current  cash  prices.  The 
capitalist  can  then  step  in,  buy  the  cash  and  sell  a  future, 
and  be  sure  of  making  2  to  4  cents  a  bushels,  which  would 
be  a  safe  and  good  investment.  This  transaction  also  helps 
to  steady  the  market  when  over-supplied.  In  this  deal  also 
the  speculator  stands  all  the  risk  for  what  he  can  make  out  of 
the  contract.  The  capitalist  would  not  make  the  deal  with- 
out the  help  of  the  speculator. 

Again,  there  is  a  speculator  who  comes  into  the  market 
only  occasionally.  He  looks  far  ahead  and  believing  that  the 
price  for  a  certain  future  is  too  high  or  low,  as  judged  by 
the  laws  of  supply  and  demand,  he  buys  or  sells  for  future 
delivery.  The  tendency  of  the  enlightened  mind  is  to  spec- 
ulate upon  future  conditions  and  events,  and  it  is  to  this 
attitude  in  man  that  much  of  the  highest  type  of  civilization 
everywhere  owes  an  advancement  and  stability.  In  the  free 
exercise  of  this  right  he  is  entitled  to  earn  his  livelihood  by 
any  lawful  calling,  and  for  that  purpose  to  enter  into  any 
contracts  which  may  be  proper,  necessary  and  essential  to 
carrying  out  his  purpose.  Speculation  within  bounds  is  as 
proper  as  manufacturing,  merchandising  or  banking.  The 
abuse  of  sj^eculation  may  be  gambling.  The  solons  have  been 
unable  to  draft  a  law  to  divide  the  one  from  the  other,  and  it 
is  for  the  individual  to  decide  whether  he  uses  or  abuses  his 
rights  when  speculating. 

The  speculator  is  the  great  equalizer  of  the  market.  When 
prices  are  high  he  sells  short  and  when  it  is  low  he  will  buy 
long.  The  scalper  is  like  the  speculator  except  that  he  is  sat- 
isfied with  smaller  returns  on  each  trade.  These  scalpers  have 
no  material  etfect  upon  the  general  course  of  prices,  but  they 
are  a  great  factor  in  steadying  the  market  so  that  large  trans- 
actions can  at  all  times  be  made  without  great  fluctuations. 
Such  a  market  cannot  exist  without  speculative  buying  and 
selling.  He  must  be  permitted  to  sell  before  he  buys  because 
the  only  way  he  can  protect  himself  in  protecting  you  is  to 
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have  the  privilege  of  taking  advantage  of  all  the  turns  in  the 
market.  If  he  sells  short  a  buyer  takes  the  other  side  of  the 
trade  and  he  himself  must  become  a  buyer  to  make  delivery  on 
his  short  sale. 

Gambling  is  the  act  of  each  two  parties  putting  up  a  valua- 
ble thing  and  deciding  by  a  chance  which  one  shall  own  both 
things.  There  is  no  exchange  of  merchantable  goods  or  ser- 
vices which  at  the  time  are  considered  to  be  of  equal  value  and 
from  a  previous  sale  or  subsequent  purchase  or  use  of  which 
a  profit  or  benefit  may  be  made.  Every  transaction  on  the 
Board  of  Trad^,  whether  for  immediate  or  future  purchase  or 
sale,  contemplates  delivery  and  receipt,  and  a  mutual  ex- 
change of  goods  of  supposedly  equal  value  on  which  a  profit 
or  benefit  might  possibly  be  derived  by  a  previous  or  subse- 
quent sale  or  jDurchase,  or  use.  John  Doe  sells  10,000  bushels 
of  wheat  for  May  delivery  to  John  Roe.  In  May  John  Roe 
gets  the  wheat  (unless  they  have  in  some  way  settled  ujd  the 
contract  before  maturity)  and  Doe  gets  the  money.  One 
equals  the  other  in  value.  Settlements  before  maturity  are 
never  made  unless  there  is  a  resale  to  the  original  party  or 
what  the  trade  calls  a  ring,  that  is,  (to  illustrate)  "A"  has 
sold  5,000  bushels  to  ''B";  ''B"  has  sold  to  '*C"  and  ''C" 
has  sold  the  same  amount  to  "D"  and  ''D"  has  sold  back 
to  ''A."  To  fulfill  all  contracts  here  made,  legally  and 
morally,  ''A"  could  deliver  5,000  bu.  to  *'B"  and  get  his 
check;  **B"  deliver  the  same  wheat  to  "C"  and  gets  his 
check;  "C"to*a)"and  get  his  check;  and '*D"  to ''A"  and 
get  his  check.  All  this  requires  considerable  clerical  and 
other  work  and  is  subject  to  tlie  risk  that  one  of  the  checks 
may  l)e  thrown  out  upsetting  all  the  settlements.  After  such  a 
settlement  has  been  made  then  all  stand  in  the  same  position  as 
they  would  had  tliey  acce])ted  $1  as  a  settling  ])rice  and  merely 
paid  or  collected  the  difference  between  $1  and  the  price  at 
which  each  sold.  A  practical  delivery  has  been  made. 
"Whotlier  a  loss  has  been  made  cuts  no  figure  in  determining 
the  legality  of  the  trades.  The  injurious  cfTccts  from  a  fail- 
ure to  make  a  profit  may  be  serious.    One  may  mentally  suf- 
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fer  therefrom  or  innocent  dependents  go  hungiy  or  unhoused. 
No  one  would  pretend  that  there  are  not  often  these  bad  effects 
from  speculation.  Many  risk  there  all  in  it  who  should  not 
have  made  a  trade  and  many  lose  fortunes  because  they  are 
not  capable  of  making  successful  speculators.  Many  go  into 
it  not  as  business,  but  as  a  get-rich-ciuick  proposition.  A  se- 
vere penalty  follows  and  many  out  of  sympathy  for  the  depen- 
dent sufferers  stigmatize  the  whole  class  of  transactions  as 
gambling.  It  would  be  a  good  thing  if  a  certain  class  of  trad- 
ers could  be  eliminated,  not  because  their  trades  are  illegal 
or  immoral,  but  because  the  freedom  to  use  these  legal  forms 
becomes  a  pernicious  evil  to  many,  and  the  public  for  the 
common  good  might  have  the  right  to  step  in  to  protect  them 
from  their  own  folly.  The  state  thus  deprives  us  of  many  of 
our  rights  for  the  sake  of  the  health,  safety  or  morals  of  all, 
or  of  those  who  make  improper  uses  of  them.  But  no  one  has 
yet  been  able  to  draft  such  a  law  to  confine  legitimate  specu- 
lation to  the  competent.  Reputable  firms  on  the  Board  try  in 
their  individual  capacity  to  lessen  the  injury.  Many  will 
not  take  a  trade  from  a  stranger  or  one  without  references,  and 
while  they  solicit  the  trade  of  those  who  intend  to  speculate, 
they  make  it  a  point  never  to  advise  a  person  to  speculate. 

There  is  another  kind  of  speculative  business  carried  on 
on  the  exchange  to  which  I  have  not  alluded,  called  indemnity 
contracts.  In  consideration  of  $1  per  thousand  bushels  of 
grain  '*A"  agrees  to  indemnify  "B"  and  save  him  harmless 
from  loss  on  the  purchase  or  sale  of  the  specified  number  of 
bushels  through  a  decline  or  advance  in  the  market  price  below 
or  above  the  price  named  in  the  contract.  The  contract  ex- 
pires with  the  next  day's  session  of  the  board.  These  con- 
tracts are  a  species  of  insurance.  In  all  kinds  of  business 
there  is  an  effort  to  avoid  all  possible  risks.  Actual  grain  can 
be  insured  against  loss  in  value  by  a  declining  market  by  a 
future  sale.  The  speculator  who  has  made  the  purchase  from 
a  cash  owner  may  himself  become  nervous  over  his  risks  as- 
sumed, so  he  pays  another  for  taking  all  the  risk  below  or 
above  a  fixed  price.    I  may  own  10,000  bushels  of  corn  in  an 
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elevator  and  fearing  a  loss  I  go  down  on  La  Salle  Street  and 
get  it  insured  for  a  fixed  time  for  $10.  I  also  may  have 
bought  10,000  bushels  of  corn  for  May  delivery  and  I  go  into 
the  indemnity  room  and  pay  a  man  $10  for  insuring  me 
against  any  loss  below  a  certain  figure.  My  corn  does  not 
burn  up  nor  my  future  contract  go  down  and  both  men  keep 
the  $10.  If  on  the  other  hand  the  corn  was  burned  up  or  the 
future  contract  fell  in  price  10  cents,  both  insurance  agents 
would  i3ay  the  losses  as  agreed  upon  in  the  contracts.  The 
risks  in  either  case  may  be  equal  to  gambler 's  risks,  but  for  all 
that  they  are  legitimate  trades. 

A  dozen  of  lynx-eyed  reporters  are  on  the  floor  of  our  ex- 
change from  the  opening  to  the  close  of  trade,  and  there  is 
nothing  of  a  sensational  character  that  is  not  made  the  subject 
of  news.  The  unfavorable  features  of  the  business  are  more 
frequently  and  thoroughly  spread  before  the  public  than  falls 
to  the  lot  of  any  other  trade,  and  no  small  part  of  the  odium 
cast  upon  the  exchange  comes  from  an  unthinking  public  that 
believes  that  the  same  evils  are  not  found  elsewhere.  They 
hear  of  the  pettiest  failure  on  the  board,  but  pass  without 
comment  the  Bradstreet  report  of  failures  aggregating  $298,- 
000,000  in  the  year  in  the  country.  A  suicide  of  a  speculator 
is  the  theme  of  many  a  discourse  but  no  comment  is  made  on 
the  10,850  others  who  committed  the  act  in  1908.  It  is  news 
to  you  that  half  of  the  retail  grocers  fail  and  75  per  cent  of  all 
who  enter  retail  business,  accompanied  by  all  the  attendant 
evils  of  hunger  and  suffering.  There  are  evils  attendant  on 
speculation,  but  I  believe  a  Christian  gentleman  can  carry  on 
any  of  the  transactions  provided  for  under  the  rules  of  the 
Chicago  Board  of  Trade  and  live  within  the  legal  and  moral 
law. 

That  my  conclusions  are  not  merely  my  own,  let  me  quote 
some  authorities  on  several  branches  of  the  question  raised. 

The  Industrial  Commission  appointed  l)y  Congress  in  1898 
to  investigate  the  effects  of  speculation  on  the  value  of  farm 
products,  after  three  years'  investigation  reported: 

"The  scope  of  this  task  of  forming  a  judgment  upon 
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world-wide  conditions,  and  forming  it  accurately  enough  to 
stake  millions  of  capital  upon  it,  is  perhaps  the  heaviest  haz- 
ard in  our  whole  modern  economic  organization  of  society. 
But  some  class  of  investors  must  do  it,  or  the  customers  must 
pay  a  higher  price  for  their  produce,  and  producers  must  be 
content  to  enter  the  market  with  fewer  competitors,  ready  to 
buy  and  carry  their  surplus.  Producers  and  consumers  to- 
gether, without  the  speculative  mechanism  at  work,  would 
have  to  divide  the  risks  of  distribution  between  them.  Neither 
of  these  interests  is  prepared  to  do  this.  Sound  commercial 
policy  is  the  best  served  by  a  rational  division  of  distributive 
labor,  in  which  economic  freedom  and  economic  responsibility 
are  equally  respected.  The  economic  services  of  speculative 
agencies,  engaged  in  distributing  farm  products  are  three- 
fold: 

1.  They  localize  industrial  risks  among  a  commercial 
class,  whose  special  function  is  to  distribute  surplus  supplies 
over  deficit  times  and  places  in  such  a  way  as  to  lessen  the  un- 
certainty of  producers  and  consumers. 

2.  They  relieve  producers  and  consumers  from  carrying 
a  whole  year 's  stock,  enabling  the  farmer  to  convert  his  crop 
promptly  into  cash  capital  and  the  latter  to  supply  himself 
as  his  periodical  needs  may  require  without  enhancing  prices 
beyond  the  original  rate  of  risks  and  returns  of  such  capital 
investments. 

3.  Competition  of  speculative  traders  tends  more  than 
any  other  force  to  reduce  profits  of  these  agencies  to  a  mini- 
mum per  unit  of  commodity  handled.  Released  from  their 
economic  functions,  it  is  to  their  interests  to  seek  to  reduce 
the  risks  of  distribution  to  a  minimum.  By  expert  acquaint- 
ance with  the  conditions  that  involve  risks,  the  hazardous 
elements  are  gradually  limited,  if  not  entirely  eliminated. 

The  United  States  Supreme  Court,  May  8,  1905,  said: 
"Of  course,  in  a  modern  market,  contracts  are  not  confined  to 
sales  for  immediate  delivery.  People  will  endeavor  to  fore- 
cast the  future  and  to  make  agreements  according  to  their 
prophecy.    Speculation  of  this  kind  by  competent  men  is  the 
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self-adjustment  of  society  to  the  probable.  Its  value  is  well 
known  as  a  means  of  avoiding  or  mitigating  catastrophes, 
equalizing  prices  and  providing  for  periods  of  want.  It  is 
true  that  the  success  of  the  strong  induces  imitation  by  the 
weak,  and  that  incompetent  persons  bring  themselves  to  ruin 
by  undertaking  to  speculate  in  their  turn.  But  legislatures 
and  courts  generally  have  recognized  that  the  natural  evolu- 
tions of  a  complex  society  are  to  be  touched  only  with  a  very 
cautious  hand,  and  that  such  coarse  attempts  at  a  remedy 
for  the  waste  incident  to  ever^'  social  function  as  a  simple 
prohibition  and  laws  to  stop  its  being  are  harmful  and  vain." 

President  Roosevelt,  in  a  recent  message  to  Congress,  used 
these  words :  ' '  The  great  bulk  of  the  business  transacted  on 
the  Exchanges  is  not  only  legitimate,  but  is  necessary  to  the 
working  of  our  modern  industrial  system." 

Judge  Grosscup,  in  a  decision,  said:  "These  marts  of 
trade  balance,  like  the  governor  of  an  engine,  the  otherwise 
erratic  course  of  prices.  Nor  are  the  sales  and  purchases  for 
futures  intrinsically  wrong.  They  are  the  means  of  bringing 
about  these  stable  and  steadying  results." 

Judge  Chytraus,  in  deciding  against  certain  members  for  a 
specific  transaction  on  the  Board,  said:  ** Speculation  in 
grain,  when  legitimately  carried  on,  is  often  beneficial.  It  is 
not  intented  hereby  generally  to  condemn  the  Board  of  Trade, 
for  the  Board  of  Trade  is  an  institution  beneficial  to  Chicago 
and  the  entire  grain  country  attributary  to  Chicago.  The 
Board  affords  a  ready  market  for  grain,  makes  grain  as 
staple  and  practically  the  equivalent  of  gold;  tends  to  level 
prices,  ec^ualize  production  and  overproduction,  and  brings 
producer  and  consumer  together.  AVitliout  it  the  farmer 
would  indeed  miss  it,  and  without  it  Chicago  would  miss 
much  of  its  world  trade." 

On  one  other  feature  discUvSsed  by  me  the  United  States 
Supreme  Court  has  declared: 

"The  fact  that  contracts  are  satisfied  by  a  "ring"  or  set- 
off and  the  payment  of  differences,  detracts  in  no  degree  from 
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the  good  faith  of  the  parties,  and  if  the  parties  know  when 
they  make  such  conracts  that  they  are  very  likely  to  have  a 
chance  to  satisfy  them  in  that  way  and  intend  to  make  use  of 
it,  that  fact  is  perfectly  consistent  with  a  serious  business 
purjDOse  and  an  intent  that  the  contract  shall  mean  what  it 
says.  There  is  no  doubt,  from  the  rules  of  the  Board  of 
Trade,  or  the  evidence,  that  the  contracts  made  between  the 
members  are  intended  and  supposed  to  be  binding  in  manner 
and  form  as  they  are  made.  There  is  no  doubt  that  a  large 
part  of  these  contracts  is  made  for  serious  business  purposes. 
Hedging,  for  instance,  as  it  is  called,  is  a  means  by  which 
collectors  and  exporters  of  grain  or  other  product,  and 
manufacturers  who  make  contracts  in  advance  for  the  sale  of 
their  goods,  secure  themselves  against  the  fluctuations  of  the 
market  by  counter  contracts  for  the  purchase  or  sake,  as  the 
case  may  be,  of  an  equal  quantity  of  the  product,  or  of  the 
material  of  manufacture.  It  is  none  the  less  a  serious  busi- 
ness contract  for  a  legitimate  and  useful  purpose  that  it  may 
be  offset  before  the  time  of  delivery  in  case  delivery  should 
not  be  needed  or  desired. ' ' 

That  the  amount  of  ''future"  trades  is  disproportionate 
to  the  actual  grain,  the  United  States  Supreme  Court  says : 

*'The  fact  that  they  can  be  and  are  off-set,  sufficiently 
explains  the  possibility,  which  is  no  more  wonderful  than 
the  enonnous  disproportion  between  the  currency  of  the 
country  and  contracts  for  the  payment  of  money,  many  of 
which  in  like  manner  are  set  off  in  clearing  houses  without 
any  one  ^reaming  that  they  are  not  paid,  and  for  the  rest  of 
which  the  same  money  suffices  in  succession,  the  less  being 
needed  the  more  rapid  the  circulation  is. ' ' 

On  ''selling  what  you  have  not  got,"  an  English  Court 
has  voiced  the  general  opinion  of  courts  in  saying:  "A  con- 
tract for  the  sale  of  goods,  to  be  delivered  at  a  future  day,  is 
not  invalidated  by  the  circumstance  that  at  the  time  of  the 
contract  the  vender  neither  has  the  goods  in  his  possession, 
nor  has  entered  into  any  contract  to  buy  them,  nor  has  any 
reasonable  expectation  of  becoming  possessed  of  them  by  the 
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time  appointed  for  delivering  them  otherwise  than  by  pur- 
chasing them  after  making  the  contract. ' ' 

On  the  intention  of  the  parties  to  contract,  the  Supreme 
Court  of  Illinois  said:  ''The  intent  of  the  parties  gives 
character  to  the  transaction,  and  if  either  party  contracted 
in  good  faith,  he  is  entitled  to  the  benefit  of  his  contract,  no 
matter  what  may  have  been  the  secret  purpose  or  intent  of  the 
other  party." 

The  United  States  Supreme  Court  also  says:  "It  seems 
to  us  an  extraordinary  and  unlikely  proposition  that  the 
dealings  which  give  its  character  to  the  great  market  for 
future  sales  in  this  country  are  to  be  regarded  as  mere  wagers 
or  as  pretended  buying  or  selling,  without  any  intention  of 
receiving  and  paying  for  the  property  bought  or  of  delivering 
the  property  sold." 

United  States  Circuit  Court  of  this  district  said:  ''The 
direct  and  ring  methods  of  settlement  between  members  might 
cancel  out  nine-tenths  of  the  bids  back  and  forth  between 
the  members  as  agents,  and  yet  every  contract  may  have  been 
perfectly  legal  and  enforceable  between  the  principals  and 
every  principal  satisfied  by  receiving  a  substitute  contract." 


SECTION  4 
Prosperity  and  the  Exchange 

By  Hiram  N.   Sager 

So  much  that  is  unfair  and  unjust  has  been  written  in 
criticism  of  American  exchanges  and  their  methods  of  doing 
business,  that  it  seems  to  the  writer  to  be  high  time  that  the 
})ublic  should  be  given  a  fair  idea  of  the  work  done  by  these 
marts  of  trade  and  their  value  to  the  country. 

If  the  public  will  stop  to  think  of  an  avenue  of  trade  tliat 
has  not  been  attacked  in  this  era  of  criticism,  it  will  not  seem 
at  all  strange  that  the  most  prominent  factor  in  our  commer- 
cial system,  the  system  which  brings  buyer  and  seller  to- 
gether, should  be  the  central  target— "the  bull's  eye"— of 
the  general  and  indiscriminate  fusillade. 
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President  Roosevelt's  remarks  about  curtailing  bucket- 
shop  methods  and  purely  gambling  operations  have  been 
distorted  into  a  wholesale  condemnation  of  all  trading  in  the 
form  of  future  contracts,  without  which  the  merchants, 
manufacturers,  transportation  interests,  and  even  agricul- 
ture, would  be  paralyzed.  Casual  readers  are  misled  by  it. 
What  President  Roosevelt  did  say  was  this : 

''The  great  bulk  of  the  business  transacted  on  the  ex- 
changes is  not  only  legitimate,  but  is  necessary  to  the  work- 
ing of  our  modern  industrial  system,  and  extreme  care  would 
have  to  be  taken  not  to  interfere  with  this  business  in  doing 
away  with  the  bucket-shop  type  of  operations." 

The  President  voiced  the  sentiment  of  every  member  of 
every  legitimate  exchange  in  this  country  in  the  above  words. 
He  knows  the  difference  between  real  transactions,  backed 
by  the  product  of  the  country,  and  the  imitation  which 
simply  makes  wagers  upon  the  quotations  that  are  made  by 
men  engaged  in  actual  trade  on  the  various  exchanges,  and 
he  is  candid  enough  to  say  so. 

The  President  knows,  too,  that  the  leading  agricultural 
nation  of  Europe  made  a  fine  political  mess  of  it  by  restrict- 
ing open  markets  on  public  bourses,  and  he  adds  this  further 
warning : 

'*We  should  study  both  the  successes  and.  the  failures  of 
foreign  legislators  who,  notably  Germany,  have  worked 
along  this  line,  so  as  not  to  do  anything  harmful.  More- 
over, there  is  a  special  difficulty  in  dealing  with  this  matter 
by  the  Federal  government  in  a  Federal  republic  like  ours. ' ' 

What  a  contrast  there  is  between  this  cool,  conservative 
view  of  a  question  of  vital  importance  to  the  owner  of  even;^ 
acre  of  grain-raising  land  in  this  country,  and  the  indiscrim- 
inate charges  of  gambling,  defalcations,  tnnbezzling,  suicides, 
etc.,  described  by  some  writers,  many  of  whom  know  no  such 
word  as  responsibility  in  their  utterances.  They  write  very 
glibly  about  ''thousands  of  professional  gamblers  about  the 
Stock  Exchange  of  New  York,  and  hundreds  of  thou- 
sands who  are  scattered  about  the  country,"  but  not  a  word 
do  they  say  about  the  broad  scope  of  the  legitimate  features 
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of  the  grain,  cotton,  stock,  and  coffee  exchanges  as  aids  in 
the  commerce  of  the  world.  They  simply  take  up  their  pens 
and  brand  the  entire  progress  reversed  so  that  they  may  be 
able  to  make  the  point  of  their  story.  Take,  for  example, 
one  exchange— the  Chicago  Board  of  Trade.  AMioever  heard 
of  gamblers  securing  a  charter  from  the  commonwealth  for 
the  purpose  of  handling  $500,000,000  worth  of  actual  prop- 
erty annually!  Whoever  heard  of  tliirty-two  great  railroad 
lines  entering  a  city  of  over  two  millions  of  people  co-operat- 
ing with  a  gambling  concern,  recognizing  its  authority  and 
rules  in  the  delivery  and  transfer  of  400,000,000  bushels  of 
grain  annually?  Whoever  heard  of  the  State  appointing  a 
board  of  commissioners  and  conducting  a  bureau  of  inspec- 
tion, at  an  expense  of  thousands  of  dollars  annually,  to  fur- 
nish certificates  as  to  the  grade  and  character  of  the  property 
bought,  sold,  and  distributed  at  home  and  abroad  by  Board 
of  Trade  houses,  if  the  institution  was  for  gambling  pur- 
poses? The  same  pertinent  question  may  be  asked  about 
the  regulation  and  control  of  warehouses  holding  the  product 
of  vast  packing  and  live-stock  interests.  "Why  are  the  agents 
of  lake  and  ocean  steamship  lines,  the  agents  of  vast  insur- 
ance interests,  and  representative  of  European  grain  and 
meat  handling  concerns  on  this  exchage  if  it  is  conducted 
for  gambling  purposes! 

Where  in  all  the  business  world  will  be  found  a  more  rigid 
code  of  business  morals  or  a  more  vigilant  supervision  of 
each  and  every  transaction  of  the  year  than  on  the  representa- 
tive exchanges  of  this  country?  Yet  all  are  branded  by 
these  writers  as  gambling  institutions. 

Do  the  assailants  of  the  exchanges  wish  to  set  their  opin- 
ions up  against  that  of  the  highest  courts  in  the  State  and 
the  United  States  Supreme  Court,  who  have  reviewed  the 
transactions  in  the  open  markets  time  after  time,  after  hard- 
fought  legal  battles,  and  always  vindicated  the  rights  of  the 
commercial  body— the  exchange? 

Cannot  these  writers  read  and  understand  history!  Do 
they  need  to  be  told  that  this  same  line  «»f  indiscriminate  at- 
tack was  made  on  the  exchanges  of  the  country  under  the  old 
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Hatch  bill?  Do  they  know  that  an  industrial  commission 
of  five  United  States  Senators,  five  Representatives,  and 
nine  other  leading  men  of  the  country,  spent  three  j'ears' 
time,  following  the  special  act  of  Congress  of  June  18,  1898, 
investigating  this  entire  subject! 

With  unlimited  opportunity,  in  point  of  time,  and  the 
power  to  subpoena  witnesses,  and  to  visit  all  sections  of  the 
country,  this  commission,  after  its  investigation  into  the 
methods  employed  to  distribute  the  surplus  crops  of  the 
country,  unreservedly  took  the  ground  that  future  trading  is 
in  the  interest  of  the  farmer.  The  report  was  concurred  in 
by  every  member  of  the  commission  and  was  signed  by  the 
chairman,  the  late  Senator  Kyle,  of  South  Dakota,  who  was 
originally  a  strong  Granger,  and  a  Populist,  but  who  had 
been  convinced  that  the  old  crusade  against  boards  of  trade 
and  cotton  exchanges  was  a  mistake. 

Can  any  man  who  pretends  to  write  for  an  intelligent 
public  be  blind  to  the  fearful  punishment  visited  upon  the 
producing  classes  of  Germany  by  the  closing  of  the  bourses 
of  that  country  a  few  years  ago!  Can  he  be  ignorant  of 
the  fact  that  the  arguments  to  close  the  German  exchanges 
were  borrowed  from  the  jDoliticians  in  this  country  who  tried 
to  force  the  anti-future  trading  legislation  at  Washington  f 
The  experiment  was  a  dismal  failure  for  the  leading  agricul- 
tural nation  of  Europe.  In  1900  the  German  government 
permitted  the  bourses  to  be  reopened  on  the  urgent  petition 
of  grain-raisers.  Does  this  country  want  to  try  such  a  costly 
experiment!  Ask  any  of  the  big  grain  handlers  of  any  ex- 
change, and  they  will  tell  you  that  about  fifty  per  cent,  of 
the  year's  production  is  sent  forward  to  market  during  the 
four  months  following  the  gathering  of  the  crops.  If  they 
are  honest,  they  will  tell  you  that  only  the  presence  of  the 
open  world's  markets  prevents  gigantic  combines  among 
buyers,  and  a  lowering  of  prices  from  ten  to  twenty-five  per 
cent,  to  producers  while  the  rush  of  marketing  is  in  progress. 
Once  the  grain  is  accumulated  at  the  big  centres,  this  same 
combine  would  be  able  to  mark  prices  very  much  higher  to 
consumers.    It  needs  no  si)ecial  insight  into  trade  conditions 
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to  know  that  the  open  market,  which  the  exchange  makes 
possible,  is  the  only  barrier  to  the  formation  of  the  greatest 
trust  this  country  ever  dreamed  of,  with  all  its  blighting 
effects  on  the  owners  and  tillers  of  American  farms. 

Much  is  said  about  short  selling  in  grain  or  cotton  by 
those  who  have  not  the  property  to  deliver.  The  penalty  for 
the  same  under  the  rules  of  the  exchange  is  equivalent  to 
that  of  a  bond— the  seller  has  to  deliver  or  must  buy  back  the 
amount  of  his  short  sale  in  the  open  market,  and  thus  become 
a  factor  in  advancing  prices  to  the  benefit  of  the  original 
producer  of  the  grain  or  cotton,  as  well  as  the  buyer  of  fu- 
tures who  anticipates  his  wants  by  making  contracts  months 
in  advance. 

It  is  not  easy  to  understand  why  so  many  well-meaning 
people  have  a  hobby  of  attacking  the  exchanges,  the  public 
markets  of  the  great  centers,  and  well  established  modern 
methods  of  buying  and  selling  for  future  delivery.  The  only 
reasonable  explanation  is  that  abuses  of  legitimate  transac- 
tions have  been  allowed  to  flourish,  in  the  shape  of  bucket- 
shops  and  irresponsible  so-called  brokerage  concerns;  which 
fleece  the  public,  and  are  responsible  to  no  one  for  their  acts, 
as  they  are  outlaws  to  start  with.  For  a  period  of  years 
the  big  exchanges  have  waged  a  war  on  these  parasites,  with 
the  aid  of  the  various  States.  Even  now,  would-be  reform- 
ers, who  look  only  at  the  surface  of  things,  condemn  the 
whole  system  of  trading  in  agricultural  products  simply 
because  they  do  not  know  where  commercial  transaction  ends, 
and  where  imitation  and  fraud  begin.  As  well  might  the 
farmer  chop  down  the  fruit-bearing  trees  of  his  orchard  to 
get  rid  of  lice  and  insects  that  are  working  damage  to  his 
fruit,  as  for  the  State  or  nation  to  propose  the  abolishment 
of  exchanges  and  their  open  markets  because  of  the  objec- 
tionable parasites  which  live  upon  thorn,  and  become  a  tax 
upon  that  credulous  portion  of  the  public  which  patronizes 
them,  even  after  knowing  them  to  be  outlaws. 

An  editorial  in  an  important  Eastern  paper,  referring  to 
short  selling,  says: 

"In  truth,  selling  what  you  do  not  own,  instead  of  being 
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the  practice  only  of  skilled  professionals,  is  the  commonest 
act  of  commerce.  Every  spinner  who  contracts  to  sell  cloth 
not  in  store  goes  short  of  cotton,  as  well  as  of  cloth,  and  is 
perforce  a  buyer  of  the  material  to  make  the  unwoven  fabric. 
Every  man  who  contracts  to  build  a  house  goes  short  of  labor, 
and  obligates  himself  to  become  a  hirer  and  a  buyer.  An 
instant's  reflection  will  show  that  the  bears  are  com- 
pulsory buyers,  and  that  bulls  are  sellers  in  intention  as 
soon  as  their  foresight  is  justified.  Short  sellers  are  the 
strength  of  declining  markets,  when  bears  take  their  profits, 
and  sales  of  bulls  check  advancing  markets  when  they  take 
their  profits.  In  all  genuine  speculation,  the  goods  actually 
change  hands  on  the  Stock  Exchange  and  theoretically  do  so 
on  the  produce  exchanges.  It  is  only  bucketshops  that  mere- 
ly register  bets  and  do  not  trade  in  real  things.  Nobody 
defends  'bucketing,'  nor  has  experience  devised  any  way  to 
prevent  the  foolish  from  losing  money  by  the  practice.  Laws 
to  prevent  mistakes  regarding  markets  are,  indeed,  a  long- 
felt  want,  but  no  wit  of  man  has  yet  devised  such  a  thing. ' ' 

Every  thoughtful  man  who  will  study  the  business  of  the 
world  as  conducted  to-day  must  see  that  in  all  lines  the  future 
contract  is  a  necessity.  The  world  is  fed,  clothed,  and  trans- 
ported by  supplies  furnished  on  future  contracts.  There 
can  be  no  possible  distinction  between  supplying  grain,  flour, 
and  provisions  on  future  contracts  and  supplying  coal,  lum- 
ber, steel,  wool,  and  leather  on  future  contracts.  Any  sane 
man  knows  that  the  business  of  the  country  could  not  go  on 
for  a  day  if  the  builder  could  not  buy  lumber,  the  manufac- 
turer buy  wool  and  leather,  the  railroads  buy  coal,  steel,  and 
hundreds  of  other  things,  weeks,  months,  and  sometimes 
years  in  advance.  For  every  buyer  there  must  be  a  seller. 
Sellers  have  to  meet  demands  of  buyers  by  making  future 
contracts.  The  sales  are  made  before  the  wool  is  taken  from 
the  sheep's  back,  the  hide  from  the  steer,  the  iron  and  coal 
from  the  mines.  Just  so,  wheat,  com,  and  cotton  are  sold 
before  the  crops  are  harvested ;  sometimes  before  they  are  out 
of  the  ground.  The  miller  cannot  wait  until  the  wheat  is 
on  the  cars  to  provide  for  this  output.     He  sells  flour  months 
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ahead.  He  must  make  contracts  for  wheat  months  ahead. 
The  seller  (short  seller,  if  you  please,  until  he  can 
deliver  the  property)  is  an  absolute  necessity.  America  is 
engaged  in  feeding  and  clothing  Europe  with  her  surplus 
grain  and  cotton.  The  exchanges,  with  their  facilities  for 
ascertaining  crop  promise  at  home  on  one  hand,  and  foreign 
needs  on  the  other,  enable  their  members  to  make  contracts 
with  the  producers,  from  whom  they  buy,  and  with  the  con- 
sumers, to  whom  they  sell.  The  whole  business  is  based  on 
future  contracts.  Back  of  these  contracts  stands  the  ex- 
change with  its  iron-clad  rules  offering  a  guarantee  to  all  the 
world  that  the  contracts  of  its  members  will  be  faithfully  met. 
If  future  contracts  underlie  the  commercial  world  it  is  dif- 
ficult to  see  how  lawmakers  can  interfere  with  their  opera- 
tions on  legally  and  honorably  conducted  exchanges  without 
running  foul  of  the  constitutional  provision  against  class 
legislation.  The  problem  which  confronts  the  trade  and  Con- 
gress is  how  to  do  away  with  the  parasites,  and  their  vicious 
and  harmful  abuses  of  grain  and  cotton  contracts,  without 
crippling  the  enormous  business  depending  on  legitimate 
transactions  based  on  future  contracts. 

The  Supreme  Court  of  the  United  States,  in  its  decision 
May  8,  1905,  in  favor  of  the  Chicago  Board  of  Trade,  held 
that  future  contracts  on  the  Board  of  Trade  were  not  gam- 
bling transactions,  and  this  court,  referring  to  the  Chicago 
Board  of  Trade's  methods  of  distributing  its  quotations  to 
the  world,  said,  "The  telegraph  companies  all  receive  the 
quotations  under  a  contract  not  to  furnish  them  to  any  buck- 
etshop  or  place  where  they  are  used  as  a  basis  for  bets  or 
illegal  contracts." 

Note  the  prohibition  not  to  furnish  them  to  any  bucket- 
shop;  or  place  where  they  are  used  as  a  basis  for  bets  or 
illegal  contracts,  and  yet  these  bucket  shops  obtain  these  quo- 
tations in  an  illegal  way  and  on  them  they  base  their  bets. 

The  Supreme  Court  gave  its  explanation  of  what  the  Chi- 
cago Board  of  Trade  was,  and  said,  ''This  chamber  of  com- 
merce is,  in  the  first  place,  a  great  market  where,  through 
its  eighteen  hundred  members,  is  transacted  a  large  part  of 
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the  grain  and  provision  business  of  the  worhl.  Of  course, 
in  a  modern  market  contracts  are  not  confined  to  sales  for 
immediate  delivery, ' '  and  then  this  court  referred  to  specula- 
tion in  the  following  words: 

' '  People  will  endeavor  to  forecast  the  future  and  to  make 
agreements  according  to  their  prophecy.  Speculation  of  this 
kind  by  competent  men  is  the  self-adjustment  of  society  to 
the  probable.  Its  value  is  well  known  as  a  means  of  avoiding 
or  mitigating  catastrophes,  equalizing  prices,  and  providing 
for  periods  of  want.  Legislatures  and  courts  generally  have 
recognized  that  the  natural  evolutions  of  a  complex  society 
are  to  be  touched  only  with  a  very  cautious  hand,  and  that 
such  coarse  attempts  at  a  remedy  for  the  waste  incident  to 
every  social  function  as  a  simple  prohibition  and  laws  to 
stop  its  being  are  harmful  and  vain." 

Business  enter|3rise  inevitably  involves  speculation. 

Such  speculation  is  utterly  distinct  from  gambling. 

It  differs  in  no  moral  quality  from  the  speculation  entered 
into  by  the  jobber  who  accumulates  silks  or  woolens  or  any 
other  commodity  in  preparation  for  an  estimated  future  de- 
mand, or  from  the  business  judgment  used  by  the  contractor 
who  agrees  to  deliver  a  great  building  or  warship  at  a  given 
price.  The  former  buys  on  his  estimate  of  future  values,  the 
latter  agrees  to  sell  short  on  liis  best  judgment  of  the  future 
cost  and  labor. 

No  branch  of  business  can  be  broadly  conducted  without 
the  element  of  speculation. 

Most  important,  however,  to  the  prosperous  progress  of 
a  country  with  a  large  agrarian  population  is  that  charac- 
ter of  speculative  enterprise  which  enables  the  product  of 
the  soil  to  be  marketed  at  the  will  of  the  producer  at  prices 
in  line  with  the  estimates  of  statisticians  as  to  the  average 
year's  value. 

Based  on  hedging  sales  made  possible  by  the  great  ex- 
changes of  the  country,  buyers  in  country  districts  are  able 
to  pay  prices  figured  closely  to  tenninal  markets,  allowing 
for  its  items  of  freight,  handling,  and  a  small  margin. 

Prior  to  the  existence  of  these  exchanges,  prices  paid  by 
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buyers  were  far  out  of  line,  and  the  producer  frequently 
suffered  from  a  cash  market  temporarily  dull,  or  supplies 
temi3orarily  large  at  distributing  points,  either  of  which  con- 
ditions, lacking  a  speculative  market,  were  enough  to  cut 
down  obtainable  prices  on  country  districts  from  ten  per 
cent,  to  twenty-five  per  cent. 

A  recent  illustration  of  this  situation  has  been  seen  in 
the  case  of  the  barley  markets,  in  which  commodity  there  is 
practically  no  speculative  trading  for  future  delivery,  and 
prices  for  which  have  fluctuated  frequently  from  twenty  cents 
to  thirty  cents  a  bushel,  while  wheat,  corn,  and  oats  have  ex- 
perienced comparatively  slight  fluctuation. 

No  market  can  be  broadly  maintained  without  both  buyers 
and  sellers  who  are  able  and  willing  to  make  future  contracts 
based  upon  their  views  of  future  values. 

In  the  few  months  succeeding  the  grain  harvest  the  coun- 
try sends  to  market  the  requirements  of  consumption  for  a 
long  period ;  an  enormous  surplus  is  stored  in  sight.  Some- 
body must  carry  this  load.  Two  classes  do  this.  First,  the 
farmers  carry  a  large  part  of  the  crop  for  varying  periods; 
second,  the  skilled  judges  of  values  on  the  various  exchanges, 
and  their  following,  carry  that  part  which  the  fanners  do 
not  choose  to  hold.  If  such  a  custom  did  not  exist  we  should 
be  confronted  annually  with  two  hurtful  extremes  of  value. 
First,  immediately  succeeding  the  harvest,  prices  would,  in 
the  face  of  a  present  over-supply,  fall  to  values  below  the 
cost  of  profitable  production;  later  on,  however,  just  before 
the  following  harvest,  supplies  would  be  exhausted,  an  eager 
consumptive  demand  would  then  find  no  adequate  supply,  and 
as  a  result  values  would  leap  upward  to  figures  distressing 
to  the  poor  and  burdensome  to  the  rich.  Consequently,  spec- 
ulation, merely  another  name  for  the  act  of  adjusting  sup- 
plies to  requirements,  gradually  bringing  ])rices,  as  it  does, 
from  one  condition  to  meet  another,  is  of  tlie  utmost  impor- 
tance. Speculation  then  is  a  natural  and  legitimate  out- 
growth of  the  great  system  that  has  ])een  perfected  for  the 
marketing  of  our  crops.  It  is  a  moderator,  checking  the 
greed  of  holders  and  placing  a  firm  band  of  i^estraiu  upon 
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tlie  exactions  of  buyers.  It  broadens  the  market ;  it  makes 
world  conditions  the  measures  of  values.  It  preserves  an 
equilibrium  that  could  be  maintained  through  no  other 
agency,  and  as  carried  on  under  the  legal  restrictions  and 
judicious  regulations  of  the  great  exchanges,  it  is  a  factor 
conducive  to  the  general  welfare. 

If  the  present  safe  methods  of  hedging  purchases  of  grain 
with  sales  for  future  delivery  is  interfered  with,  the  banks 
will  unquestionably  be  less  willing  to  furnish  the  funds  to 
finance  the  crop  movement,  as  grain  collateral  would  in  such 
event  be  regarded  as  less  desirable  security  for  loans. 

The  exchanges,  with  their  facilities  for  ascertaining  crop 
promise  at  home,  on  one  hand,  and  foreign  needs  on  the  other, 
enable  their  members  to  make  contracts  with  the  producers, 
from  whom  they  buy,  and  with  the  consumers,  to  whom  they 
sell.     The  whole  business  is  based  on  future  contracts. 


SECTION  5 
Boards  of  Trade  and  Their  Counterfeits 

By   IVilliam  S.    Warren 

Humanity  appears  to  be  divided  into  two  classes;  those 
who  originate  and  those  who  copy,  taking  advantage  of  the 
good  reputation  of  the  genuine  in  order  profitably  to  dispose 
of  the  make-believe.  And  people  generally  do  not  stop  to 
consider  that  the  very  existence  of  a. spurious  article  is  prima 
facie  evidence  that  an  authentic  counterpart  is  in  existence. 

If  a  dollar  bill  did  not  have  intrinsic  value,  no  one  would 
dream  of  spending  years  of  effort,  and  risking  liberty,  in  an 
endeavor  to  produce  a  copy  which  would  look  so  much  like 
real  money  that  it  would  escape  detection.  Yet,  in  the  face 
of  all  the  counterfeit  bills  and  coins  that  ever  have  been  circu- 
lated by  ingenious  crooks,  a  dollar  bill  or  a  silver  coin  with 
the  American  Eagle  on  one  side  and  the  likeness  of  Columbia 
on  the  other,  some  of  them  bearing  the  words,  ''In  God  We 
Trust,"  still  represents  100  cents  worth  of  value.  Because 
a  crew  of  unscrux'>ulous  imitators  realized  that  Board  of 
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Trade  methods  could  be  counterfeited  so  as  to  shear  the  wool 
from  unsuspecting  lambs  who  ventured  from  their  familiar 
fields,  the  entire  system  of  crop-marketing  has  been  stigma- 
tized as  a  sort  of  speculative  hell  where  everybody's  pin 
feathers  are  singed— with  the  exception  of  the  man  who  holds 
the  torch  and  manipulates  the  furnace-fires. 

The  greater  proportion  of  these  people  who  condemn 
grain  speculation  and  sniff  scornfully  when  a  broad  of  trade 
is  mentioned,  I  find  do  not  understand  the  A  of  the  methods 
of  this  mart,  to  say  nothing  of  the  B  and  C  and  the  X,  Y,  Z 
of  them.  The  Chicago  Board  of  Trade  is  the  largest  market 
in  the  world  for  provisions  and  cereals;  yet  it  has  been 
smirched  with  the  bad  reputation  of  the  commercial  scamps 
who  have  counterfeited  it,  transforming  its  purely  legitimate 
speculative  methods  into  ''grafting"  and  gambling  schemes, 
until  today  it  has  been  stigmatized  as  a  place  of  "grain 
gambling,"  the  home  of  "paper  wheat."  This  is  as  vicious- 
ly wrong  as  it  can  be,  and  I  shall  explain  why  it  is  wrong. 

The  cry  of  "paper  wheat"  apparently  is  employed  to 
cover  all  quantities  and  sorts  of  cereals  involved  in  specula- 
tive deals  where  there  is  no  actual  immediate  delivery  of  the 
commodities  sold.  The  man  who  raises  the  loudest  howl 
when  boards  of  trade  are  being  discussed,  as  a  rule,  has  been 
bitten  more  or  less  disastrously  by  bucketshop  concerns  and 
schemes  like  the  "Fund  W,"  of  notoriety. 

The  boards  of  trade  have  shown  a  disposition  to  swallow 
the  bitter  pill  of  being  maligned  as  gracefully  as  possible 
patiently  awaiting  the  time  when  the  people  should  awake 
to  the  truth.  But  now  it  is  high  time  the  public  should  learn 
to  discriminate  between  legitimate  speculation  and  the  bare- 
faced betting  on  prices  and  conscienceless  juggling  of  mere 
figures  on  a  blackboard  by  the  bucketshops.  One  kind  of 
speculation  is  ethical,  advantageouH  and  desirable,  while  the 
other  is  vicious,  ruinous  and  absolutely  without  anything  to 
justify  its  existence. 

The  board  of  trade  is  the  foundation  upon  which  rests 
the  farmer's  ability  to  market  his  grain  immediately  at  a 
fair  price.    It  is  the  very  heart  of  the  great  grain  body  into 
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which  flows  the  cereals  to  be  pumped  out  in  the  shape  of 
prompt  cash  for  the  producer.  It  is  doubtful  if  many  of  the 
men  who  are  attempting  now  to  abolish  sales  for  future  de- 
livery realize  just  what  this  crippling  of  America's  market 
system  would  mean  to  them.  If  every  grain  dealer  in  the 
land  should  be  required  to  have  in  his  possession  the  actual 
produce  before  the  consummation  of  the  deal,  the  agricul- 
turists would  stand  face  to  face  with  disaster.  The  ultimate 
result  would  be  that  the  clutch  of  a  milling  trust,  which  prob- 
ably would  be  the  only  logical  buyer  under  such  conditions, 
would  be  constantly  upon  the  throat  of  the  farmer  forcing 
him  to  accept  any  prices  which  the  boss  of  the  market  might 
be  willing  to  pay  him.  No  such  condition  can  arise  under  the 
present  system.  Moreover,  the  transportation  facilities  of  the 
country  would  be  turned  upside  down,  congested  far  worse 
than  now  at  the  crop  season  and  lacking  in  traffic  at  other 
times. 

America  leads  the  world  in  the  production  of  cereals ;  in 
1907  the  United  States  produced  634,087,000  bushels  of 
wheat.  This  was  over  one-fifth  of  the  total  production  of 
the  world,  which  aggregated  3,062,120,000  bushels.  During 
the  year  the  United  States  exported  15,500,044  barrels  of 
flour ;  likewise  the  United  States  leads  the  world  in  the  mat- 
ter of  corn  production.  In  1907  this  country  raised  2,592,- 
000,000  bushels  of  corn,  leaving  the  rest  of  the  world  far  be- 
hind in  the  race,  for  its  aggregate  corn  crop  was  only  693,- 
000,000  bushels.  Out  of  3,185,843,000  bushels  of  oats  raised 
the  world  over  in  1907,  the  United  States  produced  754,443,- 
000  bushels,  almost  a  third  of  the  total  production. 

It  must  be  remembered  that  this  magnificent  crop  surplus 
makes  the  maintenance  of  a  perpetual  and  active  market  not 
only  a  great  resource,  but  a  very  positive  necessity.  It  is 
sustained  now  by  the  system  which  distributes  a  year's  crop 
over  the  succeeding  months  to  the  next  harvest.     How? 

Many  men  of  many  minds  are  required  to  keep  the  crop 
moving  steadily  forward  to  its  destination.  The  claim  that 
the  producer  would  receive  a  better  price  for  his  crop  if  fu- 
tures were  done  away  with,  that  the  real  mission  of  future 
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trading  is  to  depress  prices,  and  that  the  grain-grower  is 
the  man  who  is  squeezed  in  the  transaction,  if  given  a  mo- 
ment's thought  will  be  seen  to  be  a  fallacy— absolutely  wrong. 
The  minute  a  dealer  purchases  grain  he  becomes  interested 
in  advancing  the  price  of  the  commodity.  By  reason  of 
this,  every  producer^  who  has  not  yet  disposed  of  his  crop 
receives  the  benefit  of  the  impetus. 

The  farmer  who  has  plodded  weary  miles  plowing  his 
land ;  who  has  carefully  planted  his  seed  and  passed  anxious 
nights  and  days  figuring  on  possible  excessive  rainfall  or 
drought,  waiting  for  the  harvest  that  will  tell  the  tale  of  ruin 
or  success,  has  done  his  share  of  the  work.  He  cannot  be 
expected  to  spend  weeks  and  months  of  nerve-racking  effort 
in  marketing  his  produce.  By  all  that  is  right  and  just,  he 
should  be  enabled  immediately  to  realize  money  from  the 
fruitage  of  his  fields,  leaving  the  burden  of  future  work  and 
worry  to  others.  So  far  as  the  crop  goes,  his  labors  should 
be  ended. 

The  local  elevator  man  stands  as  a  buffer  between  the 
farmer  and  the  great  world-market.  In  a  few  instances  the 
proprietor  is  a  capitalist,  but  as  a  rule,  his  money  backing 
is  modest,  and  his  resources  will  not  permit  him  to  buy  large 
quantities  of  grain,  taking  the  chance  of  a  rise  or  fall  in 
prices  between  the  date  of  purchase  of  the  produce  from  the 
agriculturist  and  its  final  actual  delivery,  taking  into  consid- 
eration the  unavoidable  delays  involved  in  its  shipment  to 
its  destination. 

If  the  speculator  did  not  step  in  right  at  this  point,  the 
milling  corporations  in  this  country  and  abroad  would  be 
the  only  legitimate  outlet  for  the  tremendous  surplus  grain 
production  of  the  country.  The  inevitable  result  would  be 
that  the  farmer  would  meet  a  price  dictator,  because  compe- 
tition would  be  eliminated.  It  is  the  business  of  the  specu- 
lator to  take  chances.  So,  collectively,  speculators  funiish 
the  money  or  credit  necessary  to  carry  a  1)ig  i)art  of  the  im- 
mense crop-surplus  of  the  country  from  the  time  of  its  har- 
vest right  up  to  the  time  it  is  consumed.  That  sustains  prices. 
The  year's  supply  and  the  year's  demand  thus  govern  the 
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prices.  Coupled  with  their  financial  ability  to  shoulder  the 
burden,  is  the  inclination  to  do  so,  and  the  two  motives  have 
the  opportunity  to  prove  themselves  the  American  farmers' 
most  practical  benefactors. 

With  this  speculative  factor  active  as  an  intermediary, 
the  farmers,  elevator  and  warehouse  proprietors,  millers  and 
exporters  of  the  United  States,  as  well  as  the  importers  in 
foreign  lands,  are  able  to  transact  their  business  on  a  basis 
of  certainty  with  a  fore-knowledge  of  the  profits  they  may 
reasonably  expect.  The  business  of  handling  the  grain  of 
the  world  appears  complicated,  yet  the  market  machinery  has 
become  so  perfected  and  so  thoroughly  oiled  that  it  runs 
smoothly,  without  noise  or  break-down.  In  the  first  place, 
the  farmer  has  to  raise  the  grain  and  sell  it.  There  his  labor 
ends,  absolutely.  The  country  shipper  has  no  storage  charges 
to  pay— no  interest  in  the  grain  after  he  turns  it  over  to  the 
warehouse.  Chicago  elevator  proprietors  charge  3-4  cents 
for  the  first  ten  days  and  1-40  of  a  cent  more  for  each  addi- 
tional day  thereafter;  but  these  charges  in  no  instance  are 
out  of  the  country  shipper.  According  to  the  rules  of  the 
Chicago  Board  of  Trade,  3-4  of  a  cent  storage  must  go  with 
the  first  purchase  of  the  grain,  and  this  charge  is  accepted  by 
the  buyer,  so  that  the  country  shipper  has  no  storage  to  pay, 
provided  his  grain  is  sold  within  the  first  five  days  after  its 
arrival,  as  the  receipts  have  five  dayt^  to  run  free  of  addi- 
tional storage— the  first  charge  being  for  ten  days. 

The  farmer  turns  over  his  grain  to  the  warehouseman, 
who,  in  turn,  contracts  foi?  the  grain  from  the  faimer  and 
sells  it  for  future  delivery  on  a  board  of  trade— sells  to  either 
a  speculating,  a  milling  or  an  exporting  interest.  The  ele- 
vators at  terminal  points  pursue  the  same  tactics. 

The  time  comes  when  the  rush  of  grain  to  the  market 
ceases,  and  the  supply  and  consumption  are  about  evenly 
balanced.  At  this  point  the  erstwhile  sellers  step  in  and 
buy  to  cover  their  * '  future ' '  sales  or  else  ship  the  commodity 
and  fill  their  contracts  at  maturity.  The  exporter  and  miller 
follow  the  same  course— ''hedging"  as  it  is  commonly  called. 
They  sell  for  future  delivery  and  then  buy  back  the  sales  as 
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the  actual  grain  is  shipped  or  ground.  By  this  means  the 
exporter  and  manufacturer  of  cereal  products  is  able  to  carry 
on  his  business  without  assuming  the  chance  of  losing  on  ac- 
count of  an  unsteady  market.  The  men  who  engage  in  the 
speculative  side  of  the  grain  trade  are  willing  to  assume 
risks,  but  the  other  men,  like  retail  merchants,  demand  a 
certain  dependable  margin  of  profit.  A  foreign  importer 
will  transact  business  only  conservatively,  buying  the  actual 
commodity  where  he  can  sell  a  ''future"  on  the  amount  he 
has  bought.  As  they  are  insured  against  loss,  the  producer 
gets  within  a  few  cents  of  the  ultimate  selling  price— freight 
considered. 

The  veriest  tyro  in  the  science  of  trade  knows  that  the 
activity  of  the  market  depends  directly  upon  the  bidding  and 
buying  that  takes  place.  Because  of  the  presence  and  activ- 
ity in  the  pit  of  the  speculator,  buying  and  selling  on  the 
instant  at  the  smallest  turn,  taking  advantage  of  the  smallest 
fraction  of  variation  in  price,  the  producer  receives  a  higher 
figure  for  his  grain,  charges  of  every  description  are  reduced 
and  margins  of  profits  in  handling  are  cut  to  the  lowest  pos- 
sible basis.  Because  of  the  constant  alertness  of  the  specu- 
lator a  steady  market  is  maintained,  year  in  and  year  out. 
It  is  not  making  an  extravagant  claim  to  state  that,  at  least 
ten  months  out  of  the  year,  the  oj^erations  of  the  speculator 
are  more  potent  in  buoying  up  the  i)rice  of  grain  and  pro- 
visions than  any  other  factor  in  the  market.  Values  would 
become  revolutionized  in  an  instant  if  speculative  trade  trans- 
actions should  be  interfered  with. 

Putting  a  stop  to  the  practice  of  selling  futures,  thus 
making  it  necessary  for  the  miller,  the  exi)orter  and  local 
buyers  to  take  a  risk  of  possible  loss,  would,  I  feel  certain, 
result  in  a  loss  to  the  prcnlucor  of  at  least  five  cents  a  bushel 
—  perhaps  even  twice  that  sum,  as  they  could  not  "litHlge" 
their  purchases.  Hedging  acts  as  insurance.  Tlie  export 
trade,  especially,  would  Ix;  interfered  witlij  as  few  dealers 
would  be  willing  to  assume  the  risk  of  serious  fluctuation  in 
price  between  the  time  of  the  purchase  and  its  delivery  at 
its  final  destination.    So  long  as  it  is  possible  to  buy  and 
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sell  ''futures"  covering  the  amount  of  his  purchase,  during 
the  time  of  its  transportation,  and  thus  with  absolute  certain- 
ty, protect  himself  against  loss,  the  dealer  is  willing  to  ship 
the  grain  to  foreign  countries.  If  this  measure  of  protec- 
tion is  taken  from  him,  export  trade  is  bound  to  be  seriously 
affected.  ^^  ^  -^iUil^lS^ 

But  what  of  the  counterfeiting  of  the  business,  the  mer- 
chandizing, of  boards  of  trade!  The  reputation  of  boards  of 
trade  are  suffering  chiefly  from  the  noxious,  vicious  effects 
of  their  counterfeits— bucketshops.  For  nearly  thirty  years 
the  efforts  of  the  Chicago  Board  of  Trade  have  been  con- 
centrated, more  or  less  continually,  upon  doing  away  with 
this  counterfeit  of  the  real  market.  The  bueketshop  always 
has  had  the  disapproval  of  all  the  substantial  men  engaged 
in  the  grain  trade ;  the  millers,  exporters,  warehousemen  and 
speculators  have  combined  to  stamp  out  the  evil  that  was 
robbing  them  of  their  good  name  and  diverting  from  natural 
channels  a  speculative  demand  for  hundreds  of  millions  of 
bushels  of  grain  each  year.  There  is  no  doubt  in  the  mind 
of  everybody  familiar  with  the  situation  that  if  every  grain 
demand  in  the  country  were  to  find  its  way  into  the  pit  of 
the  Board  of  Trade  an  increase  of  ten  cents  a  bushel  in  the 
price  of  wheat  and  five  cents  a  bushel  more  for  oats  and 
corn  would  result.  This  is  equivalent  to  saying  that  the 
farmers  of  the  country  suffer  to  just  that  extent  because  of 
the  existence  of  the  bueketshop  sharks. 

The  operations  of  the  bucketshops  are  so  insiduously 
similar  to  the  legitimate  speculation  of  the  Board  of  Trade 
that  the  most  wary  is  likely  to  be  deceived.  It  is  not  to  be 
wondered  at,  therefore,  that  the  unsuspecting  stranger  is  bit- 
ten by  these  pernicious  trade-tarantulas.  Their  rooms  are 
fitted  up  to  resemble  in  every  respect  the  office  of  a  reputable 
broker  or  commission  firm,  the  walls  are  covered  with  black 
boards  on  which  are  posted  the  market  quotations,  easy  chairs 
invite  the  visitor  to  tarry  a  while  to  woo  the  goddess  of  good 
fortune— and  incidentally  to  lose  a  little  money.  The  steady 
tap  of  a  ''telegraph  instrument"  and  the  click  of  a  "ticker" 
arouse  the  curiosity  of  the  listener  to  know  what  news  is  be- 
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ing  transmitted  over  them— as  a  matter  of  fact  there  is  none. 
In  no  way,  however,  so  far  as  outward  appearance  goes,  does 
the  bucketshop  look  different  from  Xh^  business  place  of  a 
bona-fide  brokerage  house. 

On  entering  the  customer  signijfies  his  desire  to  deal  in  a 
certain  amount  of  grain.  He  is  required  to  put  up  a  margin 
of  ten  dollars  for  every  thousand  bushels  he  handles,  the  last 
"quotation"  on  the  blackboard  fixing  the  price  at  which  the 
transaction  is  opened.  The  blackboard  likewise  fixes  the 
figure  at  which  the  '*deal  is  closed."  Perhaps  at  times  it 
indicates  a  price  that  will  let  the  customer  out  at  a  profit, 
but  if  it  drops  to  a  point  where  the  ten-dollar  margin  is  used 
up,  the  ten  dollars  remains  in  the  bucketshop 's  money-drawer. 
In  order  to  make  money  for  a  customer  the  bucketshop  must 
lose  and  that  is  not  at  all  the  intention  of  bucketshop  pro- 
prietors. For  them  to  make  money,  the  customer  must  lose. 
It  is  literally  a  case  of  "heads  I  win,  tails  you  lose."  In 
this  bucketshop  deal  there  is  no  bona-fide  purchase  or  sale 
of  anything.  It  is  a  gamble  only,  and  not  even  a  square 
gamble  at  that.  The  order  of  the  customer  never  passes  be- 
yond the  desk  of  the  proprietor.  It  never  is  sent  to  the  trad- 
ing pit.  It  has  no  effect  whatsoever  on  the  grain  market. 
The  bucketshop  proprietor  and  his  customer  merely  make  a 
bet  based  on  the  "marked  quotations."  So  far  as  a  real 
grain  transaction  is  concerned,  they  might  just  as  well  bet  on 
a  horse  race,  or  guess  which  shell  hides  the  pea.  The  cus- 
tomer has  little  show  for  the  game,  naturally,  is  fixed  up  in 
favor  of  the  bucketshop.  The  dice  are  already  loaded.  It  is 
easy  for  him  to  .juggle  quotations  to  suit  his  own  convenience 
so  long  as  he  keeps  within  the  general  range  of  the  market 
for  the  day.  Sometimes  the  customer  is  requested  to  sign 
imposing  contracts  demanding  tliat  the  grain  bought  or  sold 
in  the  transaction  must  be  actually  received  or  delivered ;  but 
this  "contract"  is  merely  a  blind. 

The  Chicago  Board  of  Trade  has  a  m('nibershii>  of  nearly 
two  thousand.  It  has  always  recognized  tin*  necessity  of 
keeping  its  standard  of  membership  high  in  order  that  every 
trade  transaction  shall  be  irreproachable  from  tlie  i>oint  of 
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ethics.  It  is  for  this  reason  that  strict  requirements  are 
made  as  to  conduct  and  character  upon  all  who  are  admitted 
to  membership.  The  governing  body  will  not  knowingly 
permit  anything  which  fails  to  come  up  to  the  highest  stand- 
ard of  business  morals.  The  ideals  of  the  institution  are 
to  promote  uniform  customs  and  usages  of  its  members,  to 
inculcate  principles  of  justice  and  equity  in  trade,  to  facili- 
tate the  speedy  adjustment  of  business  disputes;  to  acquire 
and  spread  broadcast  information  about  commodities  of  trade 
and  to  secure  to  its  members  and  their  patrons  just  and  equit- 
able dealings.  As  a  matter  of  fact,  a  very  small  percentage 
of  the  members  of  the  Board  of  Trade  engage  in  speculation. 
They  are  brokers,  with  a  regular  clientele  of  millers,  dealers 
and  exporters,  for  whom  they  make  purchases  and  sales  in- 
volving the  actual  delivery  of  the  grain.  A  few  members 
speculate,  but  their  number  is  small  compared  with  the  brok- 
ers who  are  engaged  in  a  regular  business  of  buying  and 
selling  for  their  customers,  charging  a  small  commission  or 
brokerage  to  cover  their  labor  in  acting  as  agents. 

The  fight  to  keep  the  ethics  of  the  Board  of  Trade  entirely 
above  reproach  has  always  involved  bitter  warfare  against 
the  bucketshops.  They  have  been  pretty  well  driven  out  of 
Chicago  now  and  the  Board  of  Trade  has  declared  its  inten- 
tion to  continue  the  fight  against  its  nefarious  imitators  until 
such  time  as  they  are  effectually  stamped  out;  then  the  largest 
grain  markets  in  the  world  will  not  be  confused  with  the 
free-booting  of  their  counterfeit. 


SECTION  6 
The  Marketing  of  Grain  vs.  The  Marketing  of  Tobacco 

' '  After  some  years  it  occurred  to  the  gentlemen  in  actual 
charge  of  the  Tobacco  Trust  that  one  source  of  profit  had 
been  overlooked,  and  thereafter  the  tobacco  producer  began 
to  feel  a  steady  contraction  of  his  market  and  a  decline  of 
the  prices  that  he  obtained. ' ' 

—Charles  Eduard  Russell,  Everybody's  Magazine. 
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**  At  one  o'clock  in  the  morning  of  December  1, 1906,  three 
hundred  armed  men  rode  into  Princeton,  Ky.,  seized  the 
nightwatch,  locked  up  the  town's  fire  apparatus,  and  pro- 
ceeded to  burn  two  tobacco  warehouses  owned  by  the  Tobacco 
Trust.  While  the  fires  were  under  way  the  armed  men  were 
drawn  up  in  lines  of  defense  about  them  and  prevented  any 
attempt  to  extinguish  the  flames.  As  soon  as  the  warehouses 
were  destroyed,  the  men  released  the  watch,  and  the  fire 
apparatus,  and  rode  away.  Three  hundred  thousand  pounds 
of  tobacco  had  been  burned. 

'  *  The  men  engaged  in  this  outbreak  of  violence  were  not 
bandits  nor  ruffians^  they  were  peaceful  farmers.  They  did 
not  desire  wantonly  to  destroy  proi>erty;  they  had  been 
goaded  by  extortions  and  fraud,  against  which  they  had  no 
protection,  to  revenge  themselves  in  the  only  way  in  their 
power  upon  the  men  that  had  oppressed  ihem.^^— Extract 
from  an  article  in  Everybody's  Magazine,  December  1907. 

The  above  is  but  one  incident  due  to  the  chaotic  conditions 
existing  in  the  tobacco  trade,  for  which  the  system  in  vogue, 
in  the  marketing  of  this  commodity,  is  responsible. 

The  Chicago  Tribune,  under  date  of  January  3,  1908,  or 
about  one  year  after  the  burning  of  the  warehouses  at  Prince- 
ton, Ky.,  just  referred  to,  published  the  following  account 
of  the  burning  of  Russell,  Ky.,  by  victims  of  the  tobacco  mar- 
keting system : 

''Nashville,  Tenn.,  Jan.  3,  3  A.  M.— Night  riders  burn- 
ing town.  Russell,  Ky.,  fired  by  maske^l  men  in  tobacco  war. 
Railroad  depot  in  peril.  C.  &  0.  station  near  warehouses 
where  ''Trust"  stores  goods.  Information  has  just  been 
received  from  Louisville  and  Nashville  dispatches  that  night 
riders  are  burning  Russell,  Ky.  The  Chesapeake  and  Ohio 
depot  there  is  in  danger.  It  is  near  several  warehouses  in 
which  is  stored  tobacco." 

Everybody's  Magazine,  in  referring  further  to  the  tobacco 
industry,  says: 

"From  time  immemorial  tobacco  leaf  had  been  sold  in 
the  tobacco-raising  regions  at  the  free  com]>etition  of  buyers. 
THERE  WAS  NEVER  ANY  QUOTED  PRICE  FOR  TO- 
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BACCO  AS  THERE  IS  FOR  WHEAT  OR  COTTON,  but 

the  farmers  brought  their  tobacco  to  market  and  the  buyers 
were  wont  to  bid  for  it.  The  Trust  has  changed  all  this,  for 
now  in  a  great  part  of  the  tobacco  region  there  is  but  one 
buyer.  The  Trust  makes  the  price  what  it  pleases,  the  farm- 
er must  accept  this  price  or  take  his  tobacco  home  again. 

''Under  the  operation  of  this  system,  such  tobacco  as  for 
years  had  brought  in  a  free  and  open  market  six  to  eight 
cents  a  pound  sells  for  three  cents  a  pound  or  less.  The 
land  that  had  formerly  produced  $75  to  $200  an  acre,  now 
yields  less  than  half  of  its  former  returns,  and  a  distinguished 
Kentuckian  has  calculated  that  in  his  state,  because  of  the 
operation  of  the  Trust,  the  returns  to  the  tobacco  farmer  are 
less  than  twenty  cents  a  day  for  his  labor. 

''In  four  of  the  countries  of  Europe— France,  Italy,  Aus- 
tria, and  Spain— tobacco  is  a  government  business,  and  these 
four  governments  buy  in  the  United  States  every  year  about 
one  million  pounds  of  tobacco.  The  Trust  arranged  with  the 
buyers  for  these  governments  that  they  should  have  a  cer- 
tain fixed  territory  in  the  South  in  which  they^  might  buy 
without  opposition,  provided  they  should  buy  nothing  out- 
side of  that  territory. 

"When  this  arrangement  was  made  it  destroyed  the  last 
chance  of  competition,  and  gave  over  the  producer  bound 
to  his  despoilers. ' ' 

Now  in  contrast  to  this  deplorable  and  pernicious  system 
in  the  purchase  and  sale  of  tobacco,  which  enables  a  handful 
of  men  to  depress  values  and  control  that  product  to  the 
great  detriment  to  the  grower  and  consumer,  consider  the 
excellent,  equitable  and  beneficial  system  in  vogue  in  the 
marketing  of  grain,  which  system,  through  the  legitimate 
established  boards  of  trade  or  grain  exchanges,  eliminates 
the  abuses  arising  in  the  buying,  selling  and  handling  of  this 
commoditj'',  and  absolutely  prevents  conditions  such  as  now 
exist  in  the  marketing  of  tobacco. 

The  primary  object  of  establishing  and  maintaining  a 
legitimate  and  permanent  board  of  trade  or  commercial  ex- 
change is  to  create  a  great  market  where  the  buyers  and  sell- 
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ers  of  various  kind  of  produce  may  meet  to  transact  their 
business.  Through  these  huge  time  and  labor  saving  ma- 
chines the  farmer  is  assured  an  open  market  at  all  times  for 
the  buying  and  selling  of  grain  for  cash  or  future  delivery. 
The  opportunity  afforded  for  buying  or  selling  for  future 
delivery  is  the  basis  upon  which  rests  his  ability  instantly  to 
sell  his  grain  and  to  sell  it  at  the  price  quoted  on  the  legiti- 
mate exchanges,  which  prices  are  established  by  supply  and 
demand,  crop  prospects,  and  other  normal  factors. 

The  bulk  of  the  marketable  portion  of  the  grain  crops  is 
sold  by  the  producers  within  a  comparatively  short  period 
after  harvest,  and  is  bought  by  the  warehousemen  (big  and 
little)  and  stored  in  elevators  at  terminal  markets  or  in  coun- 
try warehouses  and  cribs  along  the  lines  of  various  railways, 
pending  the  time  it  will  be  needed  for  consumption  or  ex- 
port. These  initial  buyers,  however,  rarely  want  to  own  the 
property  outright,  but  make  a  practice  of  selling  it  as  pur- 
chased from  day  to  day  for  future  delivery  on  a  board  of 
trade  or  some  commercial  exchange.  As  stocks  accumulate, 
the  volume  of  these  sales  reaches  enormous  proportions,  and 
right  here  speculation  performs  its  part  by  providing  buyers, 
and,  according  to  the  number  of  buyers  in  the  market  and  the 
competition  between  them,  values  are  determined. 

The  buying  and  selling  then  for  future  delivery  modifies, 
controls  and  regulates.  In  the  abundance  of  the  autumn  it 
foresees  the  necessities  of  the  spring  and  upholds  prices  at 
a  fair  value.  In  the  weeks  preceding  the  new  crop,  it  looks 
ahead  to  the  prospective  plenty  and  acts  upon  quotations  as 
a  safety  valve  to  restrain  and  prevent  their  tendencies  to 
become  inflated.  Speculation  is  a  natural  and  legitimate 
outgrowth  of  the  great  system  that  has  been  perfected  for 
the  marketing  of  our  grain  crops.  It  is  the  moderator  check- 
ing the  greed  of  the  holders  and  placing  a  firm  hand  of  re- 
straint upon  the  exactions  of  buyers;  it  preserves  an  equilib- 
rium that  could  be  maintained  through  no  other  agency;  and 
as  carried  on  under  legal  restrictions  and  judicious  regula- 
tions of  the  great  grain  exchanges,  it  is  a  factor  conducive  to 
the  general  welfare. 
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The  grain  exchanges,  therefore,  perform  a  vast  and  bene- 
ficial labor  for  the  producer.  At  any  hour  an  established 
price  exists  for  all  the  commodities  in  which  they  deal,  en- 
abling purchases  or  sales  at  a  known  figure  at  all  times. 

Judge  Grosscup  of  the  United  States  Federal  Court,  giv- 
ing a  decision  in  a  case  (88  Fed.,  868)  relating  to  the  legiti- 
mate, established  boards  of  trade,  said : 

**  These  marts  of  trade  are,  in  many  respects,  greatly 
beneficial  to  the  interests  of  mankind.  They  balance,  like  the 
governor  of  an  engine,  the  otherwise  erratic  course  of  prices. 
They  focus  intelligence  from  all  lands,  and  the  prospects  for 
the  whole  year,  by  bringing  together  minds  trained  to  weigh 
such  intelligence  and  to  forecast  the  prospects.  They  tend 
to  steady  the  markets  more  nearly  to  their  right  level  than  if 
left  to  chance  and  unhindered  manipulation." 


SECTION  7 
Economic  Features  of  Speculative  Exchanges 

By   W.  B.    Thompson 

Mr.  Chairman  and  Gentlemen: 

I  am  obliged  to  you  for  your  invitation  to  meet  with  you, 
to  enjoy  your  hospitality  and  to  participate  in  one  of  your 
notable  discussions.  These  discussions,  organized  and  con- 
ducted up  the  high  plane  of  non-partisanship  and  devoted  to 
the  consideration  of  comprehensive  economic  issues,  are  af- 
fairs of  conspicuous  importance  and  of  large  promise  to  the 
nation.  Of  the  compliment  you  have  paid  to  me  and  to  the 
institution  which  I  have  the  honor  to  represent,  I  am  deeply 
sensible,  but  my  chief  reason  for  congratulation  lies  in  the 
conclusion  that  by  this  call  is  certified  the  broad  patriotic 
purpose  of  the  Republican  Club  of  the  City  of  New  York. 
The  territorial  extent  of  our  country  is  so  great,  and  the 
material  interests  of  the  several  divisions  of  territory  are  so 
diverse,  that  sectional  differences  of  opinion  upon  economic 
and  political  issues  are  natural  and  inevitable.  But  there 
are  certain  elementary  principles  of  being  and  doing  in  per- 
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sonal,  business  and  national  life,  which  are  not  deflected  by 
the  influences  of  environment  or  tradition,  but  run  straight 
and  true  through  the  consciousness  of  every  right-minded 
and  right-thinking  man,  whether  he  be  Republican  or  Dem- 
ocrat, Protectionist  or  Free  Trader,  or  whether  his  home  be 
in  Maine  or  Louisiana.  To  bring  together  upon  this  high 
common  ground,  representatives  of  different  sections  and  of 
different  points  of  view,  in  order  that  through  discussion  of 
our  problems  a  better  understanding  shall  be  reached  and 
remedies  for  untoward  conditions  found,  is,  as  I  understand, 
the  purpose  of  these  gatherings.  I,  therefore,  have  good 
warrant  for  saying  that  your  endeavor  in  this  regard  is  for 
the  nation's  good,  and  I  have  ample  cause  for  congratula- 
tion in  that  I  am  permitted,  even  to  a  limited  extent  and  in 
an  humble  way,  to  work  with  you  in  this  cause. 

How  can   the  Economic  Features  of  the  Speculative  Ex- 
changes he  Preserved  and  the  Ethical  Evils  Eliminated? 

As  the  question  is  phrased,  it  logically  resolves  itself  into 
three  propositions.  First,  The  Economic  Features  of  the 
Speculative  Exchanges,  or,  as  I  may  perhaps  be  permitted 
to  interpret  the  title— the  Economic  B<'nefits  of  the  Specula- 
tive Exchanges.  Second,  The  Ethical  Evils  of  the  Specula- 
tive Exchanges.  Third,  How  can  the  Benefits  be  Retained 
and  the  E\'ils  Eliminated? 

I. 

THE  ECONOmC  BENEFITS  OF  THE  SPECULATIVE 

EXCHANGES. 

My  experience  and  whatever  special  knowledge  I  may 
have  of  the  subject  under  discussion,  is  confined  to  the  cotton 
trade  and  to  cotton  exchanges.  I  shall,  therefore,  direct  your 
attention  primarily  to  this  special  application  of  the  topic, 
although  I  believe  that  the  fundamental  principles  underly- 
ing all  speculative  organizations,  whether  the  trading  therein 
comprehends  stocks,  cotton  or  any  other  product,  are  essen- 
tially the  same. 


84  The  Functions  of  the 

The  elementaiy  functions  of  a  commercial  exchange  are 
to  provide  a  convenient  place  where  buyers  and  sellers  may 
be  brought  together  and  trading  conducted  at  less  expense, 
with  more  facility  and  in  greater  volume  than  could  be  done 
if  the  traders  had  no  common  meeting  place;  to  record  and 
publish  the  figures  at  which  trades  are  made;  to  establish 
communication  with  other  markets,  both  foreign  and  domes- 
tic, and  to  collect  and  disseminate  statistics  and  information 
for  the  benefit  and  enlightenment  of  the  trade ;  to  frame  fair 
and  equitable  rules  for  the  government  of  its  members  in 
their  relation  to  each  other  and  to  non-members  and  to  the 
public,  and  to  establish  tribunals  before  which  disputes  may 
be  adjusted  and  through  which  the  rules  shall  be  enforced 
and  punishment  inflicted  upon  offenders  against  fair  and 
honorable  conduct  in  business.  An  exchange  which  fairly 
performs  these  functions— -whether  the  trading  therein  be  on 
the  basis  of  present  delivery  only,  or  on  the  basis  of  both 
present  and  future  delivery,  whether  the  exchange  be  a  so- 
called  non-speculative  exchange  or  a  so-called  speculative 
exchange— realizes  its  economic  mission  and  will  not  and 
cannot  be  justly  criticised  or  assailed. 

The  modern  commodity  exchange  in  its  beginning  and  in 
the  earlier  stages  of  development,  made  provision  only  for 
that  division  of  trade  called  the  ''spot"  trade,  i.  e.,  the  trade 
wherein  the  cotton  sold  and  bought  was  in  actual  present  pos- 
session and  subject  to  present  delivery.  For  a  time  this  method 
of  trading  sufficed  for  the  wants  of  the  trade,  but  as  the  pro- 
duction and  consumption  of  cotton  increased  and  as  the  spin- 
ning industry  grew  and  the  scope  of  the  trade  widened  and 
the  trade  itself  became  more  complex,  the  need  developed  for 
a  broader  market  than  the  one  wherein  transactions  were 
limited  to  **Bpot"  purchases  and  sales.  It  was  found  that 
there  were  traders  whose  expanding  business  required  them 
to  contract  to  buy  cotton  and  cotton  goods  for  future  deliv- 
ery, and  other  traders  whose  enterprise  impelled  them  to  con- 
tract to  sell  cotton  and  cotton  goods  for  delivery  at  certain 
stated  times  in  the  future.     The  advantage  of  such  forward 
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trading,  to  the  producer  and  manufacturer  and  to  all  con- 
cerned, was  so  manifest  that  the  duty  devolved  upon  the 
exchange  to  systematize  and  regulate  such  transactions,  in 
order  that  the  maximum  benefit  should  be  realized  therefrom. 
Therefore,  the  system  of  future  trading  was  inaugurated  and 
the  form  of  contract  and  the  rules  governing  the  same  were 
prescribed  by  the  exchange. 

The  contract  for  future  delivery  which  is  specifically  en- 
forcible  under  the  rules  of  the  exchange  and  in  the  courts  of 
law,  which  is  fair  in  its  terms,  fonnulated  in  entire  good 
faith  to  buyer  and  seller  alike,  free  from  lurking  peril  to 
the  casual  trader  or  concealed  advantage  to  the  initiated  pro- 
fessional, and  which  is  reinforced  by  rules  of  procedure  based 
upon  like  equitable  principles,  is  a  trade  agent  of  undoubted 
economic  necessity  and  unimpeachable  ethical  status.  Such 
contract  when  duly  executed,  secured  and  issued  is  a  valuable 
item  of  personal  property,  which  may  be  held  by  the  original 
parties  thereto  until  maturity,  and  specific  performance 
thereof  enforced,  or  before  maturity,  either  or  both  parties 
may  transfer  his  or  their  interest  therein  to  other  parties 
upon  terms  and  for  a  consideration  mutually  satisfactory. 

In  its  earlier  stages  the  future  contract  market  was  neces- 
sarily restricted,  because  trading  therein  was  practically 
limited  to  cotton  merchants  who  had  an  actual  future  use  for 
cotton,  and  to  cotton  manufacturers  who  had  an  actual  future 
need  of  cotton.  But  as  the  utility  of  the  contract  developed, 
the  advantage  thereof  as  a  medium  for  investment  and  specu- 
lation became  apparent,  and  as  a  result  the  future  market 
was  greatly  enlarged  by  the  accretion  of  a  large  class  of 
traders  who  had  no  prospective  actual  use  for  cotton,  but 
who  bought  and  sold  for  the  purposes  of  investment  or  specu- 
lation only.  Thus  we  find  in  the  modern  future  market, 
that  the  contracts  are  primarily  issued  or  sold  by  those  mer- 
chants who  have  cotton  in  hand  or  who  exi>ect  j)resently  to 
have  it  in  hand,  and  by  those  traders  who  bolieve  that  the 
present  price  is  better  than  the  future  price  will  be,  and  that 
by  selling  now  and  buying  later  to  fulfill  or  canrol  their 
obligations,  they  will  make  a  profitable  transaction.     We 
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find  that  the  contracts  are  bought  primarily  by  those  mer- 
chants who  have  no  cotton  in  hand  but  who  will  require  cot- 
ton at  some  future  time,  in  order  that  they  may  fulfill  engage- 
ments they  have  made  to  deliver  cotton  or  cotton  goods,  as 
the  case  may  be,  and  by  those  traders  who  believe  that  the 
present  price  is  lower  than  the  future  price  will  be  and  that 
by  buying  contracts  now  they  can  sell  later  at  a  profit. 

In  the  constant  issuing  and  purchasing  of  these  contracts 
and  in  the  sales  and  re-sales  of  the  same  when  they  have 
served  the  purpose  of  the  holders,  the  future  market  is  sup- 
plied practically  at  all  times  with  a  volume  of  both  bu>^g 
and  selling  orders,  so  that  the  trader  who  desires  to  use  the 
contract  as  a  hedge  for  his  spot  transactions  has  no  difficulty 
in  buying  and  selling  contracts  at  the  stated  prices.  Herein 
lies  probably  the  most  important  benefit  of  the  future  mar- 
ket, namely  the  hedging  facility.  Hedging  bears  the  same 
relation  to  the  cotton  trade  that  general  insurance  bears  to 
general  business.  If  future  trading  was  abolished,  the  pro- 
tection afforded  by  the  hedging  process  would  be  withdrawn, 
and  if  this  protection  was  denied,  the  cotton  trader,  the  cot- 
ton trade  and  the  product  itself,  would  suffer  the  same  in 
essence,  differing  only  in  extent  and  degree,  what  the  gen- 
eral business  man,  business  and  all  heretofore  insurable  com- 
modities and  things  would  suffer,  if  suddenly  all  underwrit- 
ers were  prohibited  from  issuing  policies  of  insurance. 

The  foregoing  analysis  of  the  sources  of  the  supply  of 
future  contracts  and  the  sources  of  the  demand  therefor,  sug- 
gests an  important  difference  between  exchaoges,  in  point  of 
the  primary  purpose  of  their  existence  and  their  controlling 
principles  of  operation,  which  distinction  I  will  ask  you  to 
bear  in  mind.  The  one  type  of  exchange  is  located  in  a  log- 
ical spot  market  where  the  buying  and  selling  of  the  actual 
commodity  is  the  predominant  and  governing  consideration, 
and  speculative  acti\'ity  is  incidental ;  the  other  type  is  pri- 
marily speculative,  exists  in  independent  isolation  from  the 
logical  spot  markets  and  the  artificially  attracted  stock 
against  which  its  contracts  are  issued  is  the  mere  parapher- 
nalia for  the  operation  of  the  speculative  function.     In  the 
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one  type,  the  future  contract  exchange  is  the  adjunct  of  a 
natural  commodity  market ;  in  the  other  type,  the  commodity 
market,  so-called,  is  an  artificial  appendage  to  the  future  con- 
tract exchange.  In  the  type  which  is  the  outgrowth  of  actual 
market  needs  and  which  uses  speculation  as  a  beneficial  trade 
adjunct,  any  abuses  or  inequalities  of  operation  in  the  con- 
tract system  may  be  rectified  and  controlled  without  impair- 
ing the  usefulness  thereof.  In  the  type  which  has  no  in- 
trinsic function  except  to  supply,  speculative  contracts  and 
which  is  dependent  upon  speculation  for  its  existence,  the 
process  of  eliminating  the  ethical  evils  involves  a  difificult  if 
not  a  vital  operation. 

n. 

THE  ETHICAL  EVILS  OF  THE  SPECULATIVE 
EXCHANGES. 

Speculation  per  se  is  not  an  unethical  practice.  It  is  an 
instinct  of  human  nature  that  will  not  be  denied  and  a  neces- 
sity of  business  that  cannot  be  eliminated.  Laws  forbidding 
speculation  would  be  as  ineffectual  for  the  purpose  intended 
as  would  be  statutes  for  the  limitation  of  the  tidal  movement 
or  for  the  repeal  of  the  law  of  gravitation.  Laws  prohibitory 
of  speculation  might  destroy  certain  forms  of  speculation, 
but  not  the  instinct  for  s])eculation,  nor  the  practice  thereof. 
Other  forms  would  take  the  place  of  those  prohibited  and  in 
the  jjrocess  of  transfer  from  the  old  to  the  new,  the  country 
would  be  threatened  with  bankruptcy.  A  man  has  a  right 
to  buy  a  commodity  or  thing,  or  its  representative,  when  in 
his  opinion  it  is  cheap,  not  necessarily  for  the  purpose  of 
using  it  himself,  but  for  the  sale  at  a  profit ;  and  a  man  has 
a  right  to  sell  a  commodity  or  thing,  or  its  representative, 
when  he  thinks  it  is  dear,  and  it  does  not  change  the  principle 
of  the  transaction  wliether  or  not  he  lias  the  subject  of  the 
transaction  in  hand,  provided  that  he  obligates  himself  to 
deliver  it  at  the  price  named.  The  i)rinciplc  of  speculation 
is  woven  into  tli«'  trade  fabric  of  the  world.  The  speculator 
is  an  important  and  necessary  factor  in  the  development  of 
our  resources,  in  the  enlargement  of  our  trade,  and  in  the 
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fulfillment  of  our  commercial  destiny.  He  projects  his  ac- 
tivities into  the  future,  supports  his  opinions  with  his  money, 
assumes  the  risks  of  his  enterprise,  and  thereby  opens  up  the 
field  of  opportunity  for  the  millions  less  venturesome,  less 
far-sighted  and  less  courageous  than  he. 

Speculation  is  not  in  itself  wrong ;  it  is  beneficial  and  in- 
evitable, and  calls  for  protection  against  abuse.  It  would, 
therefore,  follow  that  the  exchanges  or  organizations  that 
facilitated  proper  speculation  and  systematized  methods  and 
regulated  transactions  by  codes  and  rules,  would  perform  a 
service  valuable  to  the  trade  and  of  benefit  to  mankind.  But 
it  has  come  to  pass  that  fierce  complaints  are  raised  against 
speculation  and  against  the  speculative  exchanges;  we  see 
those  who  are  hurt,  strike  blindly  at  the  system  of  speculative 
trading  and  throw  themselves  into  the  unwise  and  impossible 
endeavor  to  prevent  speculation  by  destroying  the  oppor- 
tunities to  speculate.  We  are,  therefore,  forced  to  the  con- 
clusion that  speculation  may  be  and  is  abused,  that  evils  flow 
from  such  abuse  and  that  some  at  least  of  the  speculative  ex- 
changes have  failed  to  perform  the  proper  regulative  func- 
tion and  perhaps  have  encouraged  and  exaggerated  these 
abuses  and  evils.  The  ethical  evils  of  the  speculative  ex- 
changes, therefore,  lie  not  in  the  permission  of  speculation, 
but  in  the  abuse  thereof. 

The  obvious  and  vital  abuses  of  speculation  are  compre- 
hended under  three  general  heads:  Excessive  Speculation.. 
Manipulation,  and,  growing  out  of  the  latter,  the  Depreciated 
Contract.  A  fourth  evil,  known  as  ''Bucket  Shopping,"  is, 
in  the  popular  and  undiscriminating  mind,  associated  with 
the  speculative  exchanges.  This  is  flagrant  error.  There  is 
no  relationship  between  the  exchange  and  the  '^ bucket  shop," 
except  that  the  latter  steals  and  bets  upon  the  quotations  of 
actual  trades  posted  by  the  former.  The  ocean  liner  that 
reels  off  the  miles  of  its  journey  across  the  sea  is  no  more  to 
be  condemned  because  wagers  are  made  upon  its  speed  and 
progress,  than  is  the  exchange  to  be  blamed  for  the  wagers 
made  upon  the  fluctuations  of  its  quotations,  by  the  **  bucket 
shop"  and  ''bucket  shoppers."     The  "bucket  shop"  is  a 
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characteristic  evil  and  the  several  States  and  the  United 
States  are  at  fault  for  not  having  long  ago  outlawed  it,  as 
they  have  the  lotteries.  In  a  discussion  of  the  evils  of  the 
speculative  exchanges,  the  ** bucket  shop,"  therefore,  has  no 
place.  Having  drawn  this  necessary  distinction,  I  revert  to 
the  consideration  of  the  three  evils  that  are  properly  charge- 
able to  the  exchanges. 

(1)  —Excessive  Speculation. 

The  disposition  of  mankind  to  speculate  being  admitted, 
it  follows  that  if  the  opportunity  to  sj^eculate  is  presented, 
the  means  supplied  and  the  practice  made  attractive,  men 
will  inevitably  over-speculate  to  their  own  hurt  and  to  the 
injury  of  the  market  for  the  commodity  in  which  they  trade. 
This  evil  is  not  only  etliical,  but  commercial.  It  is  not  pos- 
sible to  make  effective  any  hard  and  fast  rule  prescribing 
who  may  or  who  may  not  deal  in  speculative  contracts,  or 
regulating  the  extent  to  which  individuals  may  deal.  Any 
such  direct  attempt  on  the  part  of  authority  to  thus  discrim- 
inate and  coerce  would  be,  for  obvious  reasons,  ineffectual 
and  useless.  Some  direct  restraint  of  this  character  may  be 
applied  by  the  brokers  or  those  who  are  the  agents  through 
whom  the  individuals  speculate,  but  such  regulation  is  largely 
a  matter  of  the  purpose  and  business  discretion  of  the  agents, 
and  hence  not  dependable  or  sure.  It  would  seem,  therefore, 
that  there  is  no  superficial  application  that  is  a  specific  for 
the  evil  in  question.  But  if  we  go  somewhat  deeper  into 
the  matter  and  inquire  into  the  causes  of  the  untoward  de- 
velopment, we  may  be  able  to  i)lace  a  finger  upon  a  funda- 
mental disorder,  which  is  amenable  to  treatment. 

An  exchange  that  is  purely  or  primarily  speculative  neces- 
sarily encourages  speculation.  Upon  the  volume  of  buying 
and  selling,  the  members  of  such  exchange  prosper  and  the 
institution  thrives.  It,  therefore,  follows  that  the  activity 
of  the  members,  the  character  of  the  rules  and  the  organiza- 
tion of  the  trade  machineiy  of  sucl>  exchange  will  all  con- 
template the  enlargement  of  the  volume  of  speculative  trad- 
ing. The  natural  and  direct  result  of  this  combination  of 
organization  and  energy,  is  to  stimulate  indiscriminate  spec- 
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ulation  or  speculation  by  the  man  who  knows  nothing  of  the 
intrinsic  possibilities  of  the  commodity  in  which  he  trades, 
but  who  simply  takes  a  chance.  This  kind  of  speculation  is 
encouraged  by  making  the  venture  attractive  to  such  specu- 
lators; the  venture  is  rendered  thus  attractive  by  the  fre- 
quency and  suddenness  of  the  fluctuations,  and  the  efforts  of 
those  who  profit  through  the  volume  of  such  speculation  is 
naturally  directed  towards  bringing  about  and  exaggerating 
these  fluctuations.  It  is  true  that  this  tendency  prevails  to 
a  modified  extent  in  an  exchange  where  speculative  trading 
is  an  adjunct  and  not  the  primary  object  of  its  existence,  but 
in  the  very  nature  of  the  case  it  is  not  so  prevalent  or  com- 
pelling in  such  exchange  as  in  the  one  first  described ;  and  in 
the  nature  of  the  case,  also  in  a  "spot"  market  the  activity 
of  present  ''spot"  traders  will  to  a  large  extent  be  effective 
to  make  the  speculative  quotations  consistent  and  prevent 
senseless  and  unwarranted  variations.  Thus  it  would  seem 
that  one  prolific  cause  at  least,  of  excessive  speculation,  is  the 
exchange  which  is  essentially  speculative  and  which  as  an 
organization  and  as  an  aggregation  of  individuals,  is  profited 
by  such  excessive  speculation;  and  it  would  further  appear 
that  the  main  influence  supporting  the  evil  here  noted,  is 
traceable  to  the  existence  of  the  purely  or  primarily  specu- 
lative exchange. 

But  this  is  not  the  only  evil  charged  to  the  speculative 
exchange,  nor  is  it  the  most  serious.  It  is  argued  that  a  man 
is  a  free  agent  and  if  he  sees  fit  to  take  a  chance  with  his 
money  he  has  a  right  to  do  so ;  and  that  the  exchange  is  no 
man's  guardian.  It  is  not  a  good  argument,  but  it  has  some 
superficial  plausibility.  But  there  is  no  plausibility,  nor 
semblance  of  plausibility,  in  the  claim  that  any  exchange  has 
the  right,  either  in  morals  or  commercial  honesty,  to  frame 
its  rules  and  operate  its  contract  trading  machinery  to  the 
end  that  an  advantage  is  given  to  either  the  one  or  the  other 
side  of  the  contract,  according  as  the  dominant  membership 
faction  of  the  exchange  shall  dictate.  This  brings  us  to  the 
discussion  of  the  second  evil  charged  to  the  speculative  ex- 
change. 
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(2)  —Manipulation. 

The  harm  wrought  by  the  manipulation  of  the  future 
contract  market  is  two-fold.  It  operates  against  the  bona- 
fide  traders  in  the  future  market  itself.  It  injuriously  affects 
the  market  for  the  commodity  for  which  the  contract  is  sup- 
posed to  stand.  In  other  words,  such  manipulation  extracts 
money  from  the  general  trader  and  gives  it  to  the  specialist; 
and  it  demoralizes  the  market  for  the  actual  commodity  and 
at  times  artificially  affects  the  market  value  of  the  commod- 
ity itself. 

No  exchange  can  escape  condemnation  that  is  not  fair 
alike  to  the  trader  who  buys  and  to  the  trader  who  sells,  nor 
should  any  exchange  be  permitted  to  oj^erate  for  the  purpose 
of  favoring  the  speculative  ventures  of  it«  members,  or  a 
coterie  of  its  members,  at  the  expense  of  the  outsider  or  of 
the  commodity  that  is  the  ostensible  subject  of  the  transac- 
tions. It  is  entirely  possible  for  an  exchange,  or  the  domin- 
ant faction  of  its  membership,  to  construct  a  system  of  rules 
and  regulations  whereby  the  speculative  seller  is  given  an 
unfair  advantage  over  the  speculative  buyer,  or  the  specula- 
tive buyer  a  similar  advantage  over  the  speculative  seller. 
In  the  one  case,  the  deliverer  under  the  contract,  profits  at 
the  expense  of  the  receiver;  in  the  other  the  receiver,  under 
the  contract,  profits  at  the  expense  of  the  deliverer,  and  in 
either  case  the  favored  party  ])rofits  at  the  expense  of  the 
general  trader,  the  producer  of  the  commodity,  the  manufac- 
turer of  the  finished  product  and  the  user  of  the  goods.  The 
operation  and  results  of  such  inecpiitable  system  are  known 
to  the  professionals  who  have  studied  the  same,  or  perhaps 
have  framed  the  system,  but  is  not  known  or  understood  b}*^ 
the  uninitiated  trader  who  uses  sucji  system  for  investment 
or  speculation  or  for  the  purpose  of  buying  or  selling  a  hedge. 
A  coterie  of  strong  operators  in  pcKssession  of  this  technical 
knowledge,  are  thus  in  a  position  of  vantage  from  which 
they  can  at  times  exert  a  controlling  influence  upon  the  price 
of  contracts,  or,  in  other  words,  maniinilat-e  the  same. 

It  has  been  said,  in  denial  of  the  statement  that  the  future 
contract  market  can  be  manipulated,  that  the  law  of  supply 
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and  demand  fixes  the  price  of  the  commodity  and  that  the 

future  contract  board  of  the  exchange  is  merely  the  sensitive  JL 

plate  whereon  is  photographed  the  variations  in  the  opera-  * 

tion  of  such  law.     This  is  true  when  the  future  contract  is 

bona-fide  representative  of  the  commodity,  but  it  is  not  true 

when  the  contract  is  tainted  with  an  arbitrarily  imi:)orted 

vice,  and  is  not  bona-fide  representative,  but  spurious  and 

counterfeit.     A  future  contract  system  which  is  ostensibly 

fair,  but  which  holds  lurking  peril  for  the  uninitiated ;  which 

in  the  operation  thereof  inflicts  unsuspected  hardship  and  loss 

upon  one  or  the  other  party  thereto,  and  which  in  the  hands 

of  experienced  specialists  is  a  power  wherewith  they  can 

bring  about  fluctuations  in  the  price  of  contracts  independent 

of  and  unrelated  to  any  spot  market  in  the  world,  is  not  an 

economic  agency  nor  even  a  square  game. 

It  is  as  reprehensible  for  an  exchange  to  operate  a  sys- 
tem which  unfairly  favors  the  bu3'ers  of  speculative  con- 
tracts, as  it  is  to  operate  a  system  which  unfairly  favors  the 
sellers  of  speculative  contracts.  The  wrong  in  principle  is 
as  flagrant  in  the  one  case  as  it  is  in  the  other.  But  the  former 
system  is  by  no  means  so  readily  effectuated  as  the  latter. 
This  is  true  upon  the  general  principle  that  it  is  easier  to 
pull  down  than  it  is  to  build  up,  easier  to  depress  than  it  is 
to  advance,  easier  to  contaminate  by  real  vice  than  to  redeem 
by  the  semblance  of  virtue.  Specifically  it  is  easier  to  depre- 
ciate it.  It,  therefore,  follows  that  in  any  speculative  system 
formulated  for  the  purpose  of  manipulation  or  uncommer- 
cial usage,  the  depreciated  contract  is,  by  natural  selection, 
the  active  agent  employed.  Herein  appears  the  double  evil 
of  a  manipulative  and  uncommercial  system  of  speculation. 
It  not  only  causes  loss  to  the  unwary  trader,  but  it  inflicts  a 
depreciated  contract  upon  the  market.  It  not  only  mulcts 
the  individual,  but  it  impairs  the  usefulness  of  an  economic 
system,  brings  reproach  thereon  and  pollutes  the  channels  of 
legitimate  trade. 

{S)—The  Depreciated  Contract. 

A  depreciated  contract  in  the  present  meaning,  is  a  con- 
tract which  consistently  sells  at  a  discount  under  the  price 
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at  whicli  the  commodity  called  for  by  it  may  be  bought,  and 
a  contract  wherein  the  variations  in  such  discount,  are  con- 
trolled by  the  arbitrary  will  of  a  coterie  of  speculative  opera- 
tors. An  analysis  of  the  major  complaints  against  future 
trading  urged  by  the  two  large  classes  of  citizens  most  vitally 
interested  in  the  issue,  namely,  the  spinners  and  the  pro- 
ducers, demonstrates  that  the  depreciated  contract  is  mainly 
responsible  for  the  vindictive  agitation  presently  in  evidence. 
The  spinner  arraigns  the  future  contract  system  because  it 
fails  to  afford  him  the  hedging  facilities  he  needs  and  which 
it  is  the  office  of  the  system  to  supply.  He  claims  that 
when  he  buys  a  hedge  against  supplies  that  he  must  subse- 
quently secure,  his  reasonable  expectation  is  that  he  has 
thereby  protected  himself  against  the  fluctuations  of  the 
market.  If,  however,  when  the  time  arrives  at  which  he  must 
purchase  his  supplies,  the  contract  has  decline<l  in  value  more 
than  ''spots,"  or  if  ''spots"  have  advanced  in  value  more 
than  contracts,  he  finds  that  he  has  not  only  failed  to  secure 
protection  by  the  transaction,  but  has  actually  lost  money 
thereby.  Thus  the  chief  injury  of  which  the  spinner  com- 
plains, is  directly  traceable  to  the  depreciated  contract  as 
here  defined. 

The  complaint  of  the  producer  is  even  more  bitter  and  per- 
sistent than  that  of  the  spinner.  The  basis  of  the  producer's 
antagonism  to  future  trading  is  the  belief  that  such  trading 
depresses  the  value  of  his  product,  and  that  he,  although  not 
a  member  of  any  exchange,  nor  a  party  to  the  rules  thereof, 
nor  a  beneficiary  of  any  of  the  emoluments  of  membership 
therein,  is  made  to  suffer  by  reason  of  the  future  contract 
operations  conducted  on  such  exchange.  He  claims  that  when 
contracts  ostensibly  representing  cotton,  are  offered  in  great 
volume  in  a  speculative  market,  at  prices  lower  than  the 
prices  at  which  cotton  could  be  bought  in  any  spot  market, 
the  tendency  is  to  depress,  by  such  artificial  means,  the  value 
of  his  cotton  in  hand,  and  that  the  value  is  in  fact  so  de- 
pressed. Thus  the  chief  injury  of  which  the  producer  com- 
plains is  directly  traceable  to  the  depreciated  contract  aa 
here  defined. 
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It  has  been  claimed  that  this  disparitj^  between  the  value 
of  contracts  and  the  value  of  actual  cotton  in  spot  markets, 
does  not  affect  the  value  of  the  actual  cotton.  It  may  not 
affect  the  theoretic  value  of  such  cotton,  but  it  does  affect 
the  price  that  it  brings.  These  contract  quotations  are  sent 
out  to  the  world  as  the  quotations  for  cotton,  and  it  is  un- 
thinkable that  buyers  and  sellers  are  not  influenced  thereby. 
The  future  contract  is  supposed  to  substantially  re])resent 
the  cotton  for  which  it  calls,  and  any  contract  that  does  not 
so  represent  the  commodity  named  therein,  but  consistently 
misrepresents  it,  is  an  uneconomic  and  injurious  agency  and, 
moreover,  is  a  fraud.  The  producer  is  right  in  his  conten- 
tion as  to  results,  but  he  falls  into  error,  and  vital  error,  in 
his  assignment  of  cause.  It  is  not  future  trading,  but  the- 
depreciated  contract  that  is  his  enemy. 

III. 

HOW  THE  EVILS  MAY  BE  ELBONATED  AND  THE 
BENEFITS  RETAINED. 

There  is  no  wrong  in  future  trading  per  -sc,  nor  is  there 
any  evil  in  a  fairly  and  equitably  administered  system  of 
future  trading  wherein  the  sj^jeculative  feature  is  adjunctive 
to  the  trading  in  the  actual  commodity,  and  wherein  the  value 
of  the  speculative  medium  is  regulated  by  the  value  of  the 
actual  commodity  for  which  such  medium  stands.  On  the 
contrary,  future  trading  is  as  ethical  as  present  trading,  and 
a  properly  regulated  system  of  foi*ward.  commitments  is  an 
indispensable  factor  in  modern  trade.  Remedial  efforts, 
therefore,  should  not  have  for  their  object  the  abolition  of 
the  future  trading  system,  but  should  be  directed  towards 
the  codes  and  rules  of  the  exchanges  wherein  the  system  is 
operated.  The  denial  of  the  privilege  of  future  trading,  and 
the  resultant  loss  of  protection  to  the  American  trader,  would 
demoralize  a  great  industry  and  cripple  a  great  people.  Fu- 
ture trading  has  grown  to  be  an  integral  and  necessary  part 
of  modern  trade  economy,  but  the  evils  of  future  trading  are 
not  integral,  but  parasitic,  not  necessary,  but  inimical.     To 
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strike  down  the  essential  system  for  the  sake  of  destroying 
the  incidental  evils,  would  be  unscientific  in  principle,  unjust 
and  baneful  in  result.  The  economic  system  can  and  must 
be  preserved.     The  evils  can  and  must  be  eradicated. 

The  first  step  in  the  remedial  endeavor  is  to  bring  the 
changes  to  a  just  appreciation  of  their  responsibility  and 
obligation  to  the  public,  and  the  second  step  is  to  comi^el  a 
fair  response  to  this  responsibility  and  this  obligation.  I 
know  of  no  effectual  method  by  which  these  results  may  be 
accomplished  except  by  the  action  of  the  people  themselves, 
enforced  through  their  strong  governmental  ann.  It  is  not 
feasible  or  wise  for  Congress  to  undertake  to  make  books  of 
rules  for  the  government  of  the  exchanges,  but  it  is  feasible 
and  it  is  wise  and  necessary  that  the  observance  of  a  few 
plain  principles  of  right  and  wrong  shall  be  commanded  by 
national  legislation,  and  that  a  special  executive  agency  shall 
be  charged  with  the  duty  of  seeing  that  these  mandates  are 
obeyed. 

I  take  this  stand  with  some  trepidation,  but  with  no  mis- 
giving. The  active  interference  by  the  government  with  the 
operations  of  powerful  organized  interests  which  have  here- 
tofore enjoyed  immunity  from  compulsion,  involves  conse- 
quences worth  serious  consideration ;  but  the  far-reaching 
nature  of  the  wrongs  and  the  increasing  discontent  and  res- 
tiveness  of  the  millions  who  are  touched  thereby,  make  wise 
remedial  action  imperative.  The  issue  here  discussed  is 
raised  by  a  particular  economic  development,  but  the  princi]ile 
underlying  this  development  is  of  the  most  comprehensive 
application.  Not  only  are  the  produce  exchanges  involved, 
but  all  exchanges,  and  not  only  all  exchanges,  l)ut  all  in- 
dividuals and  comlnnations  of  individuals,  and  all  corporate 
bodies  and  combinations  of  corporate  bodies,  whose  activities 
touch  the  welfare  of  the  people  and  of  the  nation.  The  pri- 
vate economic  agencies  of  this  day  lay  claim  to  an  arrogant 
and  irresponsible  exercise  of  power  which  is  not  theirs  of 
right.  The  citizen  living  under  the  ])rotection  and  advan- 
tages of  citizenship,  and  coriX)rate  bodies  existing  ])y  virtue 
of  the  people's  franchise,  are  not  irresponsible  and  have  not 
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the  right  to  conduct  their  affairs  as  they  see  fit,  if  through 
such  conduct  they  prey  upon  their  fellow  citizens  and  donors. 
In  these  times,  when  attempts  are  made  to  subordinate  to 
the  public  welfare  the  activities  of  such  offenders,  they  cry 
in  indignant  protest  that  they  are  free-born  American  citi- 
zens, that  they  have  the  right  to  conduct  their  business  in 
their  own  way,  and  that  no  power,  not  even  the  State,  has 
the  right  to  interfere.  Such  assertion  of  right  might  be  jus- 
tified if  the  individual  was  only  a  free-born  American  citizen, 
but  he  is  more— he  is  the  beneficiaiy  of  a  great  mutual  society 
and  his  membership  therein  imposes  upon  him  a  more  com- 
pelling obligation,  both  moral  and  legal,  than  the  duty  to 
accumulate  money  for  himself.  In  the  early  stages  of  our 
national  development,  when  conditions  were  primitive  and 
individual  power  small,  individual  liberty  was  large  and  the 
governmental  function  simple.  But  privileges  and  fran- 
chises granted  in  those  younger  days,  and  apparently  unjx)- 
tential  then,  have,  with  the  growth  of  our  country,  the  devel" 
opment  of  our  resources  and  the  enlargement  of  our  scope  of 
opportunity,  expanded,  in  the  hands  of  the  donees  thereof, 
into  forces  capable  of  contesting  the  issue  of  power  with  the 
government  itself.  As  a  civilization  becomes  more  complex 
and  as  problems  multiply;  as  new  forces  come  into  activity 
and  old  forces  become  stronger  or  more  threatening,  new 
and  larger  calls  are  made  upon  the  governmental  function 
and  a  stronger  show  of  power  demanded.  It  is  imi>erative 
that  the  government  shall  be  ready  and  able  to  answer  these 
calls  and  justify  these  demands,  if  we  are  to  keep  health  in 
the  body  politic  and  insure  the  permanence  of  our  political 
institutions. 
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CHAPTER  TWO 

Object  and  Function  of  Board  of  Trade  of 
City  of  Chicago 


SECTION  1 
Clipping  from  Leslie's  Weekly 

By  Ben.  B,  Bryan 

Next  in  importance  to  the  Republican  national  convention 
for  Chicago  will  be  the  celebration  of  the  sixtieth  anniversary 
of  her  greatest  institution— the  Chicago  Board  of  Trade.  Per- 
haps no  other  public  institution  in  the  world  of  trade  has  had 
such  growth  in  sixty  years,  has  passed  through  so  many  early 
trials,  and  in  later  years  so  broadened  its  facilities  and  its 
influence.  It  has  become  a  factor  in  the  commerce  of  two 
continents,  and  is  in  its  present-day  greatness  the  most  active 
and  powerful  single  influence  for  good  for  the  millions  of 
farmers  whose  cereals  and  products  pass  through  the  hands 
of  its  membership  and  find  profitable  markets  all  over  im- 
porting Europe. 

There  are  many  striking  reasons  for  a  jubilee  of  this 
kind  for  the  Chicago  Board  of  Trade  at  this  time. 

This  institution  lias  rounded  out  threescore  years  without 
deviation  from  the  aims  and  principles  set  forth  by  its  found- 
ers, and  to-day  stands  for  everything  that  is  square  and 
equitable  in  commercial  circles  the  world  around. 

It  has  more  firmly  than  ever  established  itself  as  the  lead- 
ing American  exchange  in  making  prices  and  regulating  trade 
relations  with  foreign  countries.  Recently  the  fast-growing 
grain  interests  of  Argentina  decided  to  establish  an  exchange 
at  Buenos  Ayres,  to  better  protect  wheat  and  corn  raisers  of 
that  republic,  and  the  Chicago  Board  of  Trade  was  taken  as 
a  model  for  the  institution,  which  is  already  a  success. 

It  has,  through  its  transportation  bureau  co-operating 
with  other  commercial  bodies,  persuadtnl  the  great  systems 
of  railroads,  FJast  and  West,  to  abandon  discrimination  in 
rates  and  give  to  Chicago  her  just  rail  traffic. 

It  has,  of  late  years,  exercised  friendly  but  firm  control 
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over  the  powerful  elevator  systems,  making  rules  more  equit- 
table  for  all  concerned  than  was  possible  in  earlier  years. 

It  has  waged  a  successful  fight  against  bucket  shops  for 
a  quarter  of  a  century,  and  has  the  proud  satisfaction  of  see- 
ing these  gambling  imitations  of  legitimate  trading  methods 
fast  passing  into  oblivion,  due  to  more  stringent  laws  in 
nearly  every  State. 

It  has  stood  up  and  made  a  square,  open  fight  against 
proposed  legislation  calculated  to  interfere  with  future  con- 
tracts and  to  cripple  the  stock,  grain,  and  cotton  exchanges 
of  the  whole  country,  and,  back  of  this,  to  work  certain  injury 
to  agriculture,  banking,  transportation,  and  commerce  in 
other  lines. 

It  has,  moreover,  very  recently  demonstrated  the  great- 
ness of  its  business  resources  by  the  handling  of  a  volume  of 
actual  property  which  must  command  the  respect  of  all  who 
read  and  comprehend  the  figures.  For  the  month  of  May 
just  past  deliveries  on  contracts  for  the  three  leading  cereals 
were  approximately  3,000,000  bushels  wheat,  6,000,000  bush- 
els corn,  10,000,000  bushels  oats.  Deliveries  of  other  cereals 
and  seeds  raised  the  total  property  delivered  on  May  con- 
tracts to  about  20,000,000  bushels,  representing  a  cash  value 
of  $16,000,000.  Add  to  this  the  important  item  of  live-stock 
products  taken  and  paid  for  on  the  month 's  contracts,  and  the 
total  approaches  close  to  $20,000,000.  Stating  the  same 
month's  business  in  the  shape  of  actual  movement  of  prop- 
erty, it  appears  that  receipts  of  grain  for  the  twenty-five 
business  days  of  May  were  15,500,000  bushels,  and  shipments 
same  period  19,000,000  bushels.  Yet  in  the  handling  of  all 
this  property,  with  all  the  intricacies  which  arise  out  of 
freights,  grading,  storage,  insurance,  settlements  day  after 
day,  and  final  deliveries,  there  was  not  a  default  on  a  bushel 
of  grain  or  a  pound  of  product,  nor  even  a  dispute  between 
members  which  could  not  be  promptly  and  amicably  adjusted 
by  the  exchange  committees  on  appeals  and  arbitration.  It 
is  a  business  record  of  which  the  members  of  the  great  ex- 
change may  well  be  proud. 
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public  sentiment  and  anti-option  laws. 

Headers  who  kept  abreast  of  current  events  during  the 
recent  session  of  Congress  are  aware  that  many  Representa- 
tives were  eager  to  introduce  bills  to  prohibit  trading  in 
futures,  or,  more  broadly  speaking,  to  make  illegal  all  con- 
tracts for  future  delivery  (except  under  impossible  condi- 
tions) in  grain,  cotton,  and  stocks.  That  the  effort  to  place 
unnatural  restraint  upon  business  on  the  exchanges  met  with 
any  serious  following  was  due  largely  to  the  belief  that  much 
of  the  financial  depression  of  the  fall  and  early  winter  of 
3907  was  traceable  to  a  shrinkage  in  values,  for  which  Wall 
Street  was  responsible.  So  the  cure  for  the  ailment,  whether 
the  diagnosis  was  correct  or  incorrect,  was  the  knife  for  all 
institutions  where  trade  is  based  on  contracts  for  the  future. 
Many  of  the  measures  proposed  were  plainly  unconstitu- 
tional others  were  absurd  in  their  effort  to  nail  boards  across 
the  doors  and  windows  of  the  big  stock  and  produce  ex- 
changes, while  the  bills  which  aimed  to  do  the  least  really 
looked  the  most  threatening  for  a  time  to  the  officials  and 
members  of  the  big  financial  and  commercial  bodies. 

There  was  a  short  period  of  undue  agitation.  This  was 
followed  by  a  period  of  education,  during  which  the  defenders 
of  the  institutions  and  their  business  methods  threw  a  flood 
of  light  on  the  whole  subject  of  exchange  contracts.  The 
public  enlisted  at  once  in  a  study  of  the  merits  of  exchanges 
and  the  great  field  they  fill  in  the  progress  of  the  business 
world.  There  was  a  timely  warning  from  President  Koose- 
velt  that,  whatever  legislation  might  be  aimed  at  the  abuses 
of  speculation,  there  could  be  no  safety  in  disturbing  the 
foundations  of  institutions  which  are  a  part  of  the  necessary 
and  legitimate  commerce  of  the  world.     That  the  spasmodic 

wave  of  ill-f OUJOde^l   nnti-npfi<>i>    IppKlnfion    lind    its    risso  aUll 

fall  a IHn s i d e  of  ninety  days  was  due  to  a  few  very  apparent 
and  important  factsj 

Fixstj.  that  the  public  oast  of  the  Alleghany  Mountains 
knewlhat  speculation  on  the  big  grain  and  cotton  exchanges 
had  no  more  to  do  with  the  panic  of  last  fall  than  it  had  to  do 
with  the  changes  of  the  moon. 
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Second,  that  Germany  of  late  years  furnished  the  world 
with  a  colossal  failure  in  attempting  to  prohibit  the  natural 
operation  of  open  markets— an  experiment  which  cost  agri- 
culturists of  that  country  enormous  sums  before  the  bourses 
could  be  reopened  in  response  to  enormous  petitions  of  the 
farmers  themselves. 

Thjxd,  that  cotton  raisers  were  at  the  very  time  suffering 
millions  of  dollars'  losses  from  depression  in  cotton  prices 
caused  by  misguided  legislation  in  many  Southern  States 
against  speculation  or  making  of  future  contracts  on  ex- 
changes. 

Fourth,  that  it  was  easy  of  demonstration  that  open-world 
markelsfor  grain  alone  stand  between  producers  and  trust- 
made,  ruination  prices,  and  that  the  speculator  cames  the 
load  and  takes  the  risks  after  the  crops  leave  the  hands  of 
grain  raisers. 

Fi|th^  that  it  was  made  clear  to  law-makers  and  the  pub- 
lic that  no  responsibility  can  rest  on  an  institution  like  the 
Chicago  Board  of  Trade,  because,  in  filling  its  field  in  the 
world  of  trade,  it  is  beset  with  abuses,  chiefly  in  the  shape  of 
bucket-shop  systems,  which  prey  on  the  joublic— parasites 
which  the  officials  and  members  of  the  exchange  have  ex- 
pended many  thousands  of  dollars  j^early  to  exterminate. 

The  public  heard  the  arguments,  weighed  the  reasons  for 
and  against  the  proposed  legislation,  learned  through  the 
press  the  facts  presented  before  the  President  and  the  con- 
gressional committee,  and  its  verdict  has  been  a  silent  but 
clearly  understood  veto  of  the  ill-advised  attempts  to  frame 
legislation  which  must  clearly  react  on  the  entire  commer- 
cial, financial,  and  carrying  int<^^rests  of  the  country,  and 
punish,  first  and  most  of  all,  the  producers  whom  the  dema- 
gogues profess  a  desire  to  benefit.  Again,  anti-option  legis- 
lation is  dead  from  too  much  exposure  of  its  futility  before 
the  highest  tribunal— sane  public  sentiment. 

AVilliam  S.  Warren,  ex-president  of  the  Board  of  Trade, 
states  the  case  of  the  exchange  in  its  relations  to  the  busi- 
ness world  as  follows : 

The  Board  of  Trade  isjthe^oundatiou  upon  jvhich^ests^ 
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the  farmer  ^s  ability  to  market  hla._grain_immediately  at  a. 
fair^ricfi.     It  js  the  very  heart  of  the  great  grain  body,  into 
which  flow  the  cereals  to  be  pumped  out  in  the  shape  of 
prompt  cash  for  the  producer.    It  is  doubtful  if  many  of 
t^  men  who  are  attempting  now  to  abolish  sales  for  future 
delivery  realize  just  what  this  crippling  of  America's  market 
system  would  mean  to  theim    If  eveiy  grain  dealer  in  the 
land  should  be  required  to  have  in  his  possession  the  actual 
produce  before  the  the  consummation  of  the  deal,  the  agri- 
culturists would  stand  face  to  face  with  disaster.     The  ul-| 
timate  result  would  be  that  the  clutch  of  a  milling  trust,  which  | 
probably  would  be  the  only  logical  buyer  under  such  condi- 
tions, would  be  constantly  upon  the  throat  of  the  farmer,  forc- 
ing him  to  accept  any  prices  which  the  boss  of  the  marketj 
might  be  willing  to  pay  him.     No  such  condition  can  arisej 
under  the  present  system.     Moreover,  the  transportation  fa- 
cilities of  the  country  would  be  turned  upside  down,  congested! 
far  worse  than  now  at  the  crop  season,  and  lacking  in  traffic) 
at  other  times. 

America  leads  the  world  in  the  production  of  cereals ;  in 
1907  the  United  States  produced  634,087,000  bushels  of 
wheat.  This  was  over  one-fifth  of  the  total  production  of  the 
world,  which  aggregated  3,062,120,000  bushels.  During  the 
year  the  United  States  exported  15,500,044  barrels  of  flour; 
likewise  the  United  States  leads  the  world  in  the  matter  of 
corn  production.  In  1907  this  country  raised  2,592,000,000 
bushels  of  corn,  leaving  the  rest  of  the  world  far  behind  in 
the  race,  for  its  aggregate  corn  crop  was  only  693,000,000 
bushels.  Out  of  3,185,843,000  bushels  of  oats  raised  the 
world  over  in  1907,  the  United  States  produces  754,443,000 
bushels,  almost  a  third  of  the  total  production. 

It  must  be  remembered  that  this  magnificent  crop  surplus 
makes  the  maintenance  of  a  perpetual  and  active  market  not 
only  a  great  resource,  but  a  very  jwsitive  necessity.  It  is 
Bustained  now  ])y  the  system  which  distributes  a  year's  crop 
over  the  succeeding  months  to  the  next  harvest.     Howl 

The  farmer  who  has  plodded  weary  miles  i)lowing  his 
land,  who  has  carefully  planted  his  seed  and  passed  anxious 


^ 
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nights  and  days  figuring  on  possible  excessive  rainfall  or 
drought,  waiting  for  the  harvest  that  will  tell  the  tale  of 
ruin  or  success,  lias  done  his  share  of  the  work.  He  cannot 
be  expected  to  spend  weeks  and  months  of  nerve-racking  ef- 
fort in  marketing  his  produce.  By  all  that  is  right  and  just, 
he  should  be  enabled  immediately  to  realize  money  from  the 
fruitage  of  his  fields,  leaving  the  burden  of  future  work  and 
worry  to  others.  So  far  as  the  crop  goes,  his  labors  should 
be  ended. 

The  local  elevator  man  stands  as  a  buffer  between  the 
fajmer  and  the  great  world-market.  In_ajEfi5LJjQstances  the 
proi^rietor  is  a  capitalist,  but,  as  a  rule,  his  money  backing 
is  modest  and  his  resources  will  not  permit  him  to  buy  large 
quantities  of  grain,  taking  the  chance  of  a  rise  or  fall  in  prijces 
between  the  date  of  purchase  of  the  produce  from  the  agri- 
culturist and  its  final  actual  delivery,  taking  into  considera- 
tion the  unavoidable  delays  involved  in  its  shipment  to  its 
destination. 

"^If  the  speculator  did  not  step  in  right  at  this  point,  the 
milling  corjDorations  in  this  country  and  abroad  would  be^tEe 
only  legitinuite  outlet  for  the  tremendous  surplus  grain  pro- 
duction_of  the  comitiy.  The  ijievitable^i:esu]tjivouJd_be_^to 
the  farmer_would  m_eet  a  price  dictator,  because,  competition 
would  be  eliminated.  It  is  the  business  of  the  speculator  to 
ike  chances.  So,  collectively,  speculators  furnish  the  money 
or  credit  necessary  to  carry  a  big  part  of  the  immense  crop 
surj)lus  of  the  country  frqm_^e  time  of  its  harvest  right  up 
to  the  time  it  is  consumed.  ^  That  sustains  prices.  The  year's 
supply  and  the  year's  demand  thus  govern  the  prices. 
Coupled  with  their  financial  ability  to  shoulder  the  burden  is 
the  inclination  to  do  so,  and  the  two  motives  have  the  oppor- 
tunity to  prove  themselves  the  American  farmers'  most  prac- 
tical benefactors. 

Because_of_the^jpresence  and  activity  in  the  pit  of  the 
speculator,  buying  and  selling  on  the  instant  at  the  smallest 
turn,^  taking  advantage  of  the  smallest  fraction  of  variation 
in  price,  the  producer  receives  a  higher  figure  for  his  graija, 
charges  of  every  description  are  reduced,  and  margins  _^of 
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profits  in  hapdlipg  are  cut  to  the  lowest  possible  basis.  B^ 
cause  of  the  constant  alertness  of  th^  speculator,  a  steady 
market  is  maintained,  year  in^ndjyear  out^  It  is  not  making 
an  extravagant  claim  to  state  that,  at  least  ten  months  out 
of  the  year,  the  operations  of  the  speculator  are  more  potent 
in  buoying  up  the  price  of  grain  and  provisions  than  any 
other  factor  in  the  market.  Values  would  become  revolu- 
tionized in  an  instant  if  speculative  trade  transactions  should 
be  interfered  with. 

Putting  a  stop  to  the  practice  of  selling  futures,  thus, 
making^  it  n eres sa ry  Ioil -the^miller^  the  exporter,  and  loca^l 
buyers  to  take  a  risk  of  possible  loss,  would,  I  feel  certain, 
result  in  a  loss  to  the  producer  of  at  least  five  cents  a  bushel  ^ 
—perhaps  even  twice  that  sum,  as  they  could  not  "  hedge" -i^X^ 
their  purchases.     Hedging  acts  as  insurance^     The  export^^k .  >yi 
trade,  especially,  would  be  interfered  with^  as  few  dealer^  ^j^ 
would  be  willing  to  assume  the  risk  of  serious  fluctuation  in_^^ 
price  between  the  time  of  the  purchase  and  its  delivery  at 
its  final  destination^    So  long  as  it  is  possible  to  buy  and, 
sell  ''futures"  covering  the  amount  of  his  purchase  during 
the  time  of  its  transportation,  and  thus  with  absolute  cer-)    "^ 
tainty  protect  himself  against  loss,  the  dealer  is  willing  to ' 
ship  the  grain  to  foreign  countries.     If  this  measure  of  pro- 
tection is  taken  from  him,  export  trade  is  bound  to  be  ser-i 
iously  affected. 

^  As  a  matter  of  fact,  a  very  small  poroentage  of  thejoieTa: 
bers  of  the  Board  of  Trade  engage  in  siiccnlation.  They  are 
brokers,  with  a  regular  clientele  of  millers,  dealers,  and  ex- 
porters, for  whom  they  make  purchases  and  sales  involving 
the  actual  delivery  of  the  grain.  A  few  members  speculat_e, 
but  their  number  is  small  compare<l  with  the  brokers  who 
are  engaged  in  a  regular  business  of  buying  and  selling  for 
their  customers,  charging  a  small  commission  to  cover  their 
labor  in  acting  as  agents. 

The  fight  to  keep  the  ethics  of  the  Board  of  Trade  entirely 
above  reproach  has  always  involved  bitter  warfare  against 
the  bucket-shoi)^.  They  have  been  pretty  well  driven  out 
of  Chicago  now,  and  the  Board  of  Trade  has  declared  its  in- 
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tention  to  continue  the  fight  against  its  nefarious  imitators 
until  such  time  as  they  are  effectually  stamped  out ;  then  the 
largest  grain  markets  in  the  world  will  not  be  confused  with 
the  freebooting  of  their  counterfeit. 


SECTION  2 
Article  Issued  by  Chicago  Board  of  Trade 

On  the  13th  of  March,  1848,  thirteen  men,  representing 
the  commercial  interests  of  Chicago,  organized  the  Board 
of  Ti-ade  of  the  City  of  Chicago,  and  laid  down  the  funda- 
mental principles  and  policies  which  have  made  this  ex- 
change the  greatest  of  its  kind  in  the  world,  as  well  as  a 
model  for  all  similar  exchanges  since  formed  here  and  else- 
where, and  have  given  this  city  premiership  among  the 
world's  grain  and  proyision  markets. 

What  the  founders  of  this  institution  aimed  to  accomplish, 
and  what  it  has  stood  for  during  nearly  two-thirds  of  a  cen- 
tury of  its  corporate  life,  was  thus  enunciated  in  the  Pre- 
amble of  the  Eules  and  By-Laws: 

"To  maintain  a  Commercial  Exchange;  to  promote  uni- 
formity in  the  customs  and  usages  of  merchants ;  to  inculcate 
principles  of  justice  and  equity  in  trade;  to  facilitate  the 
speedy  adjustment  of  business  disputes ;  to  acquire  and  dis- 
seminate valuable  commercial  and  economic  information; 
and  generally,  to  secure  to  its  members  the  benefits  of  co-op- 
eration in  the  furtherance  of  their  legitimate  pursuits. ' ' 

So  comprehensive  and  satisfactory  is  this  expression  of 
commercial,  ethical,  and  civic  ideals,  that  it  has  never  been 
found  necessary  to  modify  it  in  any  particular,  and  it  stands 
to-day  as  when  it  was  first  voiced,  the  fundamental  article 
of  the  organic  law  of  the  Chicago  Board  of  Trade. 

The  charter  members  of  this  commercial  exchange  had 
been  engaged  in  the  infant  trade  of  the  city  from  the  time  of 
its  incorporation.  They  were  enthusiastic  believers  in  the 
future,  full  of  courage,  hope,  and  determination  to  live  up 
to  the  opportunities  which  they  saw  around  them  on  every 
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hand  awaiting  development.  These  men  had  deep  and  abid- 
ing faith  in  the  city  which  they  had  helped  to  found.  They 
were  men  of  sagacity,  and  their  foresight  had  in  it  the  qual- 
ity of  intuition.  They  perceived  that  this  city,  situated  on 
the  peerless  waterways  of  the  Great  Lakes  and  adjacent  to 
the  limitless  fertile  plains  of  the  Mississippi  Valley,  was 
destined  to  be  not  only  a  commercial  metropolis,  but  also  a 
dominant  force  in  the  markets  of  the  world.  At  that  time 
Chicago  had  a  population  of  less  than  30,000,  the  state  of 
Illinois  had  only  157,000  j^eople,  and  the  United  States  had 
not  yet  attained  a  total  of  13,000,000  population.  To-day  the 
population  of  Chicago  is,  in  round  numbers,  2,400,000;  of 
Illinois,  5,500,000 ;  of  the  United  States,  90,000,0f)0.  Chicago 
was  farther  removed  from  New  York  than  we  are  now  dis- 
tant from  the  antipodes.  Her  transportation  facilities  were 
of  the  most  meager  sort,  and  communication  was  by  the  slow- 
going  stage,  the  infrequent  sailing  vessel,  or  the  lal)oring 
post-rider. 

If  the  ''manifest  destiny"  of  Chicago  was  to  be  worked 
out,  it  was  necessary  that  there  should  be  an  organized  effort 
to  attract  trade,  to  facilitate  the  transaction  of  business,  and 
to  reduce  the  hazards  of  commerce  by  building  up  a  body  of 
principles  which  should  have  the  force  of  law,  insuring 
righteous  dealings  between  the  buyer  and  the  seller,  and  ban- 
ishing chicanery  and  deceit  from  the  code  of  trading. 

Such  was  the  mission  of  the  Board  of  Trade  of  the  City 
of  Chicago. 

But  the  objects  of  these  founders  of  Chicago's  greatness 
were  broader  than  mere  self-interest.  They  gra]ipled  with 
large  public  ])roblems  from  the  very  outset,  striving  in  all 
possible  ways  to  facilitate  profitable  dealings  with  the  farms 
of  th<^  Central  Valley  and  the  mills  of  the  East,  seeking  to 
improve  and  to  promote  navigation,  and  encouraging  the 
project  to  connect  Chicago  by  telegraph  with  the  Eastern 
markets,  and  in  many  other  ways. 

And  there  is  the  best  possible  evidence  of  the  energy  with 
which  the  little  voluntary  organization  prosecuted  its  work 
for  the  benefit  of  the  city  and  its  citizens;  for,  in  the  year 
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after  the  first  meeting  in  South  Water  Street,  the  General 
Assembly  of  the  state  of  Illinois  enacted  fostering  laws  re- 
lating to  boards  of  trade.  In  1850  the  Legislature  enacted 
a  special  charter  for  ^'The  Board  of  Ttade  of  the  City  of 
Chicago";  and  nine  years  later,  when  events  had  proved  that 
the  grants  thus  conferred  were  inadequate  for  the  proper 
working  out  of  the  mission  of  the  institution,  the  General 
Assembly  enacted  a  new  charter  law,  giving  the  corj^oration 
the  right  of  perpetual  existence,  and  clothing  it  with  very 
broad  power  and  authority  to  regulate  the  trading  practices 
and  commercial  conduct  of  the  affairs  of  this  market. 

Directly  in  line  with  the  policy  thus  expressed,  the  Chi- 
cago Board  of  Trade  introduced  in  1858  the  system  of  grain 
inspection  which,  as  much  as  any  other  one  thing,  has  con- 
tributed to  the  prestige  of  Chicago.  This  inspection  system 
is  still  in  force  substantially  as  it  was  when  devised  by  the 
administration  of  1858,  and  it  has  been  accepted  as  the  model 
for  virtually  all  the  grain  markets  of  the  country,  if  not  of 
the  world. 

Prior  to  the  enactment  of  the  special  charter  of  1859,  the 
Board  had  been  restricted  in  its  powers  and  limited  in  re- 
sources, despite  the  financial  assistance  afforded  by  the  City 
Council ;  but  when  the  new  charter  was  granted,  the  member- 
ship quickly  increased  to  725,  and  the  treasury  soon  showed 
a  comfortable  surplus.  Outgrowing  rented  quarters,  the 
Board  determined  to  erect  an  exchange  building  at  La  Salle 
and  Washington  streets.  This  first  fixed  abode  of  the  Board 
was  occupied  in  1865,  and  remained  until  the  fire  of  1871  laid 
it  in  ashes.  Within  a  year  the  structure  was  rebuilt,  and 
was  the  center  of  the  country's  grain  trade  until  1885,  when 
the  present  Board  of  Trade  Building  was  dedicated. 

And  to-day,  with  a  membership  of  1,726,  the  Chicago 
Beard  of  Trade  is  recognized  by  all  peoples  as  the  dominant 
factor  in  tlie  determination  of  the  prices  of  grain  and  pro- 
visions. More  than  that :  it  is  universally  recognized  as  the 
rnost  potent  force  extant  for  the  maintenance  of  those  prin- 
ciples of  business  morality  and  justice  which  its  founders 
embodied  in  the  Preamble  of  sixty  years  ago,  and  its  quota- 
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tions  are  unquestioned,  its  statistics  unimpunged ;    its  cer- 
tificates of  inspection,  weights,  and  grading  unchallenged. 

DEVELOPMENT  OF  CHICAGO  AS  A  GRAIN 
MAEKET 

Having  thus  barely  sketched  the  early  history  of  the  Board 
of  Trade,  it  will  be  interesting  to  review  the  growth  of  the 
commercial  transactions  which  center  on  the  floor  of  the  ex- 
change. 

In  1848,  when  the  Board  was  organized,  the  total  ship- 
ments of  flour  from  Chicago  were  only  45,200  barrels;  and 
the  total  shipments  of  wheat,  2,160,(iOO  bushels.  Of  coru 
the  city  shipped  in  1848,  550,460  bushels ;  and  of  oats,  65,280 
bushels.  The  receipts  of  flour  during  the  year  1900  aggre- 
gated 9,313,591  barrels;  of  wheat,  48,048,298  bushels;  and 
of  corn,  134,663,456  bushels;  and  the  shipments  of  flour  ag- 
gregated 7,396,697  barrels;  of  wheat,  36,649,956  bushels; 
and  of  corn,  111,099,653  bushels.  We  have  no  records  of  the 
trade  in  provisions,  butter,  or  wool  prior  to  1853,  but  the  vol- 
ume was  relatively  as  small  as  the  movement  of  the  grains. 

These  figures  serve,  in  passing,  to  throw  a  valuable  light 
on  the  indomitable  spirit  of  the  men  who  could  see  in  these 
operations,  which  now  appear  so  insignificant,  the  promise 
of  the  marvelous  greatness  which  Chicago  has  achieved.  And 
it  is  worth  while,  also,  to  reflect  that  this  growth  has  been 
due  quite  as  much  to  the  force  of  the  Board  of  Trade  and  its 
principles  as  to  the  accident  of  fortunate  location  on  the 
shores  of  the  Lakes  and  in  the  grain  garden  of  the  continent. 
There  are  abundant  examples  of  equally  great  opportunities 
lost  by  unwise  and  short-sighted  policies.  In  fact,  it  is  quite 
within  reason  and  truth  to  say  that  the  greatness  of  Chicago 
in  the  grain  trade  of  the  world  is  the  legitimate  fruit  of  the 
principles  of  equity,  honesty,  and  publicity  upon  which  the 
Board  of  Trade  of  the  City  of  Chicago  was  established. 

The  following  tabulation  indicates,  by  decades,  the  volume 
of  the  business  in  grain  transacted  by  the  members  of  the 
Board  of  Trade: 
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YE^VR 

WHEAT.   BV. 

CORN.   BU. 

Receipts 

Shipments 

Receipts 

Shipments 

1838 

78 

10,000 

883,641 

1,206,163 

12,402,197 

16,432,585 

22,796,288 

11,975,276 

36,649,956 

13,922.714 

16,788,573 

24,314,892 

1840 

1850 

262,013 

1853 

1,687,465 
14,927,083 
17,394,409 
23,541,607 
14,248,770 
48,048,298 
26,899,012 
28,249,475 
24,943,690 

2,869,339 

15,862,394 

20,189,775 

97,272,844 

91,387,754 

134,663,456 

110,823,444 

98,896,563 

125,159,932 

2  780  228 

I860 

13  700  113 

1870 

1880 

17,777.377 
93  572,934 

1890 

90,574,379 

1900 

111,090,653 

1905 

91,153.342 

1906 

78,974,686 

1907 

95,770,779 

YEAR 

OATS.   BU. 

BARLEY.   BU. 

RYE.  BU. 

Receipts 

Shipm'ts 

Receipts 

Sh'pm'ts 

Receipts 

Shipm'ts 

1838... 
1840... 
1850... 
1853... 
1860... 
1870. . . 
1880... 
1890... 
1900... 
1905... 
1906... 
1907. .. 

1,875,770 
2,198.889 
10,472,078 
23,490,915 
75,150,249 
105,226,761 
92.486,761 
89;912,881 
93,906,776 

"i  68,084 

1.748.493 

1,091,698 

8,507,735 

20,649,427 

70,768,222 

77,554,695 

66.131,725 

73,718,199 

68,897,313 

""i92,'387 

617,619 

3,335,653 

5,211,536 

15,133,971 

17,813,919 

28,074,142 

20.811,432 

18,318,253 

'  '22,'872 
120,267 
267,449 
2,584,692 
3,110,985 
9,470,971 
5,739,009 
7,374,037 
6.924,357 
6,196,708 

"  '86,162 
318,976 
1,093,493 
1,869,218 
3  520,508 
1,973,701 
2,392,444 
2,194,875 
2,458,590 

'  82.i62 
156.642 
913.629 
1,365,165 
3^80  433 
1,223.796 
1,152,019 
1,532.157 
1,887,535 

The  approximate  value  of  wheat,  com,  oats,  rye  and  bar- 
ley received  in  this  market  during  the  year  1907,  in  round 
numbers,  was  $150,000,000. 

THE  PUBLIC  SERVICES  OF  THE  BOARD  OF  TRADE 
OF  THE  CITY  OF  CHICAGO 

Id  sketching  the  origin  of  the  Board  of  Trade  of  the  City 
of  Chicago,  it  was  pointed  out  that  its  founders  were  alert  in 
grappling  with  the  problems  of  transportation,  communica- 
tion, tolls,  inspection,  and  grading  of  grain,  and  all  the  in- 
numerable details  connected  with  establishing  uniformity  of 
usage  and  custom  in  the  trade  of  this  market.  These  serv- 
ices were,  and  are,  of  undebatable  benefit  to  the  public ;  but 
the  question  is  often  asked  by  those  having  little  practical 
contact  with  exchange  operations,  ''What  service  does  the 
Board  render  now  ? ' '    The  answer  is  simple :    It  renders  an 
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inestimable  service  if  it  does  nothing  more  than  maintain 
the  policies  and  principles  expressed  in  its  Preamble.  The 
Board  of  Trade  would  be  worth  every  penny  of  the  revenue 
which  it  has  drawn  to  the  Chicago  market  if  it  had  no  other 
function  than  the  determination  of  prices.  In  truth,  the  free 
and  fair  play  of  opinion— the  unhampered  expression  of  the 
relations  between  present  and  future  supply  and  present  and 
future  demand,  upon  which  price  depends— could  not  be  dis- 
pensed with  for  an  instant  without  involving  the  world  in 
chaos.  But  the  Board  of  Trade  goes  much  beyond  these  im- 
portant functions  and  duties.  It  is  very  largely  due  to  the 
initiative  of  the  Board  that  buyers  and  sellers  of  grain  have 
always  at  their  disposal  a  body  of  statistical  information 
more  general,  varied,  and  exact  than  that  available  concern- 
ing any  other  article  of  commerce.  At  an  enonnous  expense 
the  Board  collects  data  of  the  world's  receipts  and  shipments, 
stocks  in  hand  at  all  the  primary  markets,  the  visible  supply 
in  store  and  afloat,  the  quantities  involved  in  the  export  and 
import  movement,  the  quality  of  incoming  cargoes,  the  num- 
ber of  cars  of  all  varieties,  and  other  information  of  vital  im- 
portance regarding  grain,  provisions,  seeds,  and  forage  crops. 

This  valuable  service  is  really  performed  for  the  general 
public  as  much  as  for  the  members  of  the  Board  of  Trade. 
Every  effort  is  made  to  facilitate  the  prompt  diffusion  of 
the  facts  obtained,  and  the  statistics  are  instantly  available 
to  the  news  agencies  and  to  the  press,  whose  commercial  re- 
porters have  access  to  the  floor  at  all  times. 

It  is  evident  that  this  system  of  statistical  service  does 
away  with  every  species  of  in.iustice  between  the  buyer  and 
the  seller.  Both  have  identical  information  at  the  same  time, 
and  they  have  equal  opportunities  to  use  the  data  to  their 
several  advantage.  The  seller  need  not  sell  his  goods  at  a 
smaller  price  than  is  justified  by  the  world  conditions  in 
grain.  The  buyer  need  not  pay  a  higher  price  than  is  jus- 
tified by  the  same  world-wide  conditions  of  the  market. 
Neither  of  them  need  be  a  victim  of  merely  temporarj^  or 
local  causes  and  conditions,  a.s  would  be  the  case  if  this  gen- 
eral information  were  not  constantly  and  instantly  available. 
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If  it  were  not  for  these  reports,  the  market  at  any  place 
would  be  little  more  than  an  expression  of  the  local  supply 
and  demand,  which  would  very  often  be  sadly  and  disastrous- 
ly out  of  relation  to  the  general  supply  and  demand.  The 
variation  in  the  prices  is  kept  continually  in  proportion  to 
the  change  in  actual  conditions  throughout  the  world,  be- 
cause the  conditions  and  quotations  from  all  over  the  world 
are  collected  by  wire  and  posted  continually  in  the  hall  of 
the  Exchange. 

The  service  of  the  Board  is  not  of  value  merely  to  the 
buyers  and  sellers  of  grain.  All  branches  of  trade  and  indus- 
try are  benefited.  The  price  of  grain,  more  than  anything 
else,  affects  the  banks,  interest  rates,  transportation  rates, 
and  mercantile  trade.  And  the  accurate  and  world-wide  in- 
formation collected  by  the  Board  keeps  these  branches  of  in- 
dustry and  trade  in  touch  with  the  actual  conditions  of  the 
grain  market,  thereby  preventing  local  or  temporary  ficti- 
tious variations. 

There  is  no  business  so  important  to  the  general  welfare 
as  that  of  grain  and  provisions,  the  world's  food  stuffs. 
There  is  no  business  so  openly  or  freely  conducted,  in  the 
sight  of  every  one,  as  the  trade  in  grain  and  provisions.  It 
is  not  exclusively  for  the  buyer  nor  for  the  seller,  but  it  is 
in  the  interest  of  fair  and  open  marketing  on  the  basis  of 
the  actual  conditions  as  they  exist  throughout  the  world. 

To  get  an  idea  of  the  actual  tangible  ser\'ice  performed 
by  the  Board,  one  needs  to  be  reminded  that  there  are  150 
telegraph  operators  on  the  floor,  who  are  busy  from  the  open- 
ing of  the  Board  to  the  closing  bell.  This  indicates  the  ex- 
tent to  which  business  is  conducted  in  Chicago,  for  the  mar- 
kets throughout  the  country  and  in  other  parts  of  the  world. 

HOW  THE  BOARD  OF  TRADE  HELPS  FARMER, 
GRAIN  DEALER,  AND  SHIPPER. 

Chicago's  supremacy  as  a  grain  market  is  undisputed. 
It  is,  as  the  founders  of  the  Board  of  Trade  foresaw  that 
it  would  be,  the  gateway  through  which  the  grain  of  the 
greatest  cereal  growing  area  in  the  world  passes  to  the  con- 
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sumer  here  and  across  the  sea.  More  than  60,000  miles  of 
railway  tap  the  grain  belt  and  bring  the  produce,  by  easy 
grades,  to  the  many  trunk  lines  running  to  the  seaboard  and 
to  the  docks  of  the  seventh  port  in  the  world.  At  this  first 
of  primary  markets  there  is  storage  capacity  to  receive  and 
properly  care  for  more  than  63,000,000  bushels  of  grain ;  and 
ample  facilities  for  the  drying  and  purification  of  cereals 
which  otherwise  must  be  lost  to  the  producer  or  marketer 
al  a  consfderable  sacrifice.  These  and  other  advantages,  not- 
ably the  splendid  transfer  facilities  of  the  city,  low  in  and 
and  out  freight  rates,  and  ample  banking  accommodations 
for  the  necessities  of  an  enormous  volume  of  commodity 
trading,  have  firmly  established  Chicago  at  the  head  of  the 
list  of  the  world's  grain  markets. 

To  convey  an  idea  of  the  magnitude  of  the  business  cen- 
tering here,  it  may  be  said  that  in  a  single  year  Chicago  has 
handled  500,000,000  bushels  of  grain,  nearly  300,000  tons  of 
hay,  16,000,000  head  of  live  stock,  270,000,000  pounds  of 
butter,  90,000,000  pounds  of  cheese,  nearly  500,000,000 
pounds  of  lard  including  receipts  and  shipments,  and  about 
2,500,fK)0,000  pounds  of  meats  cured  and  other,  received  and 
shipped.  No  more  eloquent  praise  of  the  transportation, 
storage,  and  exchange  facilities  of  Chicago  could  possibly  be 
given  than  is  contained  in  these  vast  totals. 

Mention  has  been  made  of  the  superb  system  of  inspec- 
tion and  grading  introduced  by  the  Board  of  Trade  early  in 
its  existence.  Of  hardly  less  importance  is  the  Department 
of  Weighing  and  Supervision,  organized  and  perfected  for 
the  mutual  protection  of  the  shipper  and  of  the  receiver  of 
grain  consignments.  The  good  offices  of  this  department, 
extended  without  partiality  to  all  having  interests  in  our 
grain  trade,  have  done  much  to  increase  the  prestige  of  this 
market.  Ever>'  car  of  grain  consigned  to  Chicago  within 
the  jurisdiction  of  the  Board  of  Trade  is  the  sjiecial  care  of 
the  Weighmaster  or  his  deputies.  The  condition  of  the  car 
is  noted,  the  scale  on  which  it  is  to  be  weighed  is  checked, 
when  the  car  is  unloaded  measures  are  taken  to  prevent  any 
waste  or  diversion  of  grain  in  handling,  and  a  full  report  of 
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the  supervision  and  weighing  is  filed  for  use  in  case  the 
shipper  fancies  himself  wronged  in  the  accounting.  Beyond 
this,  the  Weighing  Department  endeavors  in  all  ways  to  in- 
struct shippers  how  to  load  cars  so  as  to  avoid  loss  by  theft, 
leakage,  or  damage  in  transit;  how  to  install  and  adjust 
scales;  how  to  determine  the  density  of  grain;  how  to  pro- 
ceed in  case  of  loss  or  damage  for  which  the  carrier  is  liable ; 
and,  in  general,  it  labors  in  all  possible  ways  to  make  the 
grain  shipping  business  advantageous  alike  to  seller  and 
buyer. 

In  furtherance  of  this  object  the  Weighing  Department 
desires  to  co-operate  with  shippers  at  all  elevator  points,  and 
invites  consigners  of  grain  to  send  in  reports  covering 
weights,  conditions  of  loading,  cooperage,  and  car  mainte- 
nance, with  precise  details  as  to  car  numbers,  consignees,  etc., 
so  that  differences  which  may  arise  at  destination  may  be 
satisfactorily  settled. 

BUYING  AND  SELLING  FOR  FUTURE  DELIVERY 

Ever  since  commercial  exchanges  were  devised  for  the 
distribution  of  commodities  at  fair  prices  to  both  buyer  and 
seller,  there  has  been  misapprehension  about  transactions 
for  future  delivery.  '  No  feature  of  the  business  of  the  Board 
of  Trade  is  as  little  understood  as  this.  The  reader  will 
gain  a  clear  idea  of  the  necessity  of  buying  or  selling  grain 
or  produce  for  future  delivery,  when  he  reflects  that  the  en- 
tire amount  of  money  in  circulation  in  the  United  States  at 
the  present  time  would  be  insuflBcient  to  transfer  the  wheat 
and  com  crops  from  the  hands  of  the  farmers  to  the  bins 
of  the  consumers  here  and  abroad,  if  it  were  not  possible 
to  distribute  the  task  over  the  crop  year.  The  farmer  must 
realize  on  his  grain  as  soon  as  possible  after  it  is  harvested, 
but  the  grain  is  not  needed  for  immediate  use  and  it  must 
be  carried  in  store  until  it  is  needed  for  food.  The  selling 
of  a  crop  for  delivery  at  different  dates  in  futurity  enables 
the  farmer  to  realize  at  once  on  the  toil  of  the  summer,  and 
places  in  his  hands  the  ready  cash  he  needs  to  pay  his  help, 
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his  local  storekeeper,  the  interest  on  his  borrowed  capital,  and 
to  improve  his  farm  for  next  year's  tillage. 

Of  course  grain  which  is  not  deliverable  until  December 
cannot  appear  in  the  visible  supply  at  primary  markets  in 
July,  and  that  is  all  the  basis  there  is  for  the  complaints 
sometimes  made  that  the  Board  of  Trade  deals  in  grain  which 
it  never  sees.  As  a  matter  of  fact,  every  bushel  of  grain 
which  is  bought  or  sold  on  the  Board  is  actually  deliverable 
on  maturity  of  the  contract.  Behind  every  transaction  there 
is  somewhere  a  warehouse  receipt  representing  an  equiva- 
lent quantity  of  actual  grain  of  a  certain  contract  quality. 

There  is  much  misapprehension,  also,  about  the  class  of 
trades  known  as  * 'hedges.''  Suppose  that  a  miller  from 
Glasgow  is  in  San  Francisco  and  buys  100,000  bushels  of 
wheat  for  shipment  to  Glasgow.  San  Francisco  is  four  or 
five  months  distant  by  voyage  from  Glasgow,  so  in  order  to 
protect  himself,  to  avoid  speculation,  this  miller  sellers  100,- 
000  bushels  of  wheat  on  the  Board  of  Trade  at  about  the  same 
price  that  he  paid  in  San  Francisco.  He  does  it  in  order 
to  avoid  the  risk  of  changes  in  the  market  during  the  time 
that  his  grain  is  in  transit.  "When  the  wheat  anives  in 
Glasgow,  if  the  market  has  declined,  his  sale  in  Chicago 
makes  up  the  loss.  On  the  other  hand,  if  the  market  ad- 
vances, the  loss  on  the  sale  in  Chicago  is  offset  by  the  in- 
creased value  of  the  cargo. 

Multiply  this  incident  by  thousands,  and  we  have  an  ex- 
planation of  how  it  is  possible  for  hundreds  of  thousands 
of  bushels  of  wheat  to  be  sold  on  the  Board  of  Trade  in  Chi- 
cago which  are  not  necessarily  delivered  hero.  The  trans- 
actions on  that  Board  stand  not  for  local  transactions  mere- 
ly, but  for  transactions  all  over  the  world.  They  depend 
not  merely  on  the  amount  of  grain  hero,  Imt  on  the  world's 
supply  of  grain.  Transactions  on  the  Board  are  in  relation 
to  the  supply  and  demand  of  tlio  world  for  broadstuffs.  If 
the  fanner  could  not  sell  for  future  delivery,  ho  would  have 
to  suffer. 
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THE  ^'SHOET"  SIDE  OF  THE  MARKET 

The  public  has  never  fully  comprehended  the  theory 
which  underlies  trading  on  the  "short"  side  of  the  market. 
A  trader  sells  grain  which  he  does  not  actually  possess,  and 
contracts  to  deliver  it  at  a  future  time.  Necessarily  such  a 
transaction  must  be  equated  by  a  purchase  of  an  equivalent 
quantity  before  the  time  of  delivery.  Tliough  ' '  short ' '  trad- 
ing is  sometimes  called  * '  fictitious  "  it  is  by  no  means  differ- 
ent from  the  practices  which  prevail  in  every  business.  A 
United  States  silver  certificate  is  not  metal,  but  it  represents 
a  quantity  of  specie  in  the  Treasury  equal  to  its  face  value. 
The  ''short"  sale  may  not  at  this  moment  be  represented 
by  grain  actually  on  hand  in  Chicago ;  but  the  grain  is  on 
hand  in  some  of  the  world's  markets,  and  in  due  time  the 
seller  will  make  a  delivery,  that  is  to  say,  give  the  buyer  a 
warehouse  receipt  calling  for  the  actual  grain.  In  essence 
the  transaction  is  the  same  as  a  dairyman's  contract  to  sup- 
ply butter  or  milk  for  the  coming  year.  He  cannot  have  on 
hand  now  the  whole  quantity  sold,  but  he  will  obtain  it  from 
time  to  time  as  needed  to  meet  his  contract. 

Short  selling  is  merely  one  of  the  devices  whereby  a  fair 
and  just  relation  is  preserved  between  the  present  price  level 
and  the  probable  price  level  at  a  future  time.  It  is  a  device 
by  which  world  conditions  are  made  effective  against  local 
and  transitory  conditions.  Instead  of  being  a  fictitious  trans- 
action it  is  in  fact  a  means  of  combatting  an  artificial,  or  ab- 
normal, situation  which  is  temporarily  raising  prices  above 
their  legitimate  level. 

Any  attempt  by  speculators  to  manipulate  prices  on  the 
Exchange  cannot  and  does  not  nullify  the  law  of  supply  and 
demand.  What  it  does  is  to  bring  into  vivid  relief  two 
opposing  opinions  regarding  supply  and  demand,  present 
and  prospective,  local  and  general.  It  furnishes  that  free 
and  fair  contest  of  belief  and  judgment  out  of  which  finally 
emerges  a  true  and  valid  estimate  of  value.  The  law  of  sup- 
ply and  demand  is  supreme.  The  speculator  who  governs 
his  action  in  accordance  with  it  reaps  a  profit.    The  man  who 
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ignores  it  suffers  loss.  Between  the  two  the  producer  gains 
a  fair  price  for  his  harvests. 

Speculation  is  inseparable  from  every  business  which 
deals  in  any  way  with  the  future  needs  and  wants  of  man- 
kind. It  is  the  arena  in  which  human  commercial  judgiuents 
are  tried  out.  It  is  not  desirable  that  speculation  should  be 
crushed,  nor  is  it  possible  to  stop  it.  All  that  is  essential  is 
that  the  facts  involved  be  placed  at  the  disposal  of  buyers 
and  sellers,  and  that  strict  justice  and  honor  shall  prevail  in 
the  performance  of  trading  contracts.  As  we  have  seen,  the 
Board  of  Trade  of  the  City  of  Chicago  was  organized  to  carry 
out  these  vital  objects. 

In  order  to  bring  about  this  latter  object,  committees  of 
arbitration  and  appeal  have  been  formed,  who  hear  and  set- 
tle controversies  arising  between  the  members.  These  com- 
mittees afford  an  inexpensive  and  equitable  means  of  settling 
disputes  by  those  particularly  well  fitted  to  judge  such  ques- 
tions. The  findings  of  these  committees  are  recognized  by 
the  courts  themselves,  and  the  litigants  do  not  have  to  refer 
their  controversies  to  a  jury  made  up  of  men  selected  at  ran- 
dom from  those  not  especially  fitted  by  training  or  education 
to  deal  with  such  cases.  These  disputes  are  judged  by  ex- 
perts. And  in  view  of  the  enonnous  volume  of  transactions, 
the  cases  of  controversy  are  remarkably  few.  When  it  is 
remembered  that  the  actual  grain  receipts  are  300,000,000 
bushels,  and  the  stock  receipts  16,000,000  head,  the  possibil- 
ity for  misunderstandings  will  be  apparent.  It  is  a  well- 
known  fact  that  few  controversies  arise  because  of  the  fair 
and  eciuitable  attitude  of  the  members  toward  each  other. 
They  recognize  the  fact  that  conditions  will  arise  in  which 
neither  party  can  be  perfectly  sure  that  he  is  right,  and  the 
members  show  themselves  willing  to  go  half  way  in  the  set- 
tlement of  such  misunderstandings.  Charity  and  common 
senile  are  exercised  by  the  members  in  a  rare  spirit  of  gen- 
erosity, conceding  to  the  other  side  all  advantage  of  a  rea- 
sonable doubt. 
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HOW  THE  BOAED  OF  TKADE  DOES  ITS  WOEK. 

For  the  proper  administration  of  the  Board  of  Trade  in 
its  several  functions,  its  Eules  and  By-laws  provide  for  an 
executive  body  elected  annually,  consisting  of  a  president, 
two  vice-presidents,  a  secretary,  and  a  treasurer.  The  board 
of  directors  consists  of  fifteen  members  in  three  classes,  five 
being  replaced  each  year.  The  directors  perform  the  duties 
naturally  arising  in  the  administration  of  so  complex  an 
organization.  To  enable  them  to  discharge  the  numerous 
duties  attaching  to  the  management  of  the  Association,  the 
following  standing  committees  are  provided: 

Executive  Committee 
Finance  Committee 
Eeal  Estate  Committee 
Eules  Committee 
Legal  Advice  Committee 
Eoom  Committee 
Membership  Committee 
Warehouse  Committee 
Grain  Committee 
Clearing  House  Committee 
Transportation  Committee 
Weighing  Committee 
Claims  Committee 


Meteorological   Observation 

Committee 
Provision  Inspection  Com- 
mittee 
Flour  Inspection  Committee 
Flaxseed  Inspection  Commit- 
tee 
Other  Inspection  Committee 
Arbitration  Committee  on 

Grass  and  Field  Seeds 
Committee  on  Insolvencies 
Market  Eeport  Committee 
Violation  of  Eules  Committee 


Committee  on  Promotion 

This  subdivision  of  duties,  without  relieving  the  direc- 
tors of  responsibility,  facilitates  the  business  of  administra- 
tion and  makes  the  Board  of  Trade  a  highly  efficient  body. 
The  Presidents  of  the  Board  since  its  organization  and  the 
years  of  their  election  follow : 

1848  Thomas  Dyer 

1849  Thomas  Dver 

1850  Charles  Walker 

1851  Charles  Walker 

1852  George  Steel 

1853  Thomas  Hale 

1854  George  A.  Gibbs 


1880  John  H.  Dwight 

1881  Henry  W.  Eogers,  Jr. 

1882  Eansom  W.  Dunham 

1883  James  B.  Hobbs 

1884  E.  Nelson  Blake 

1885  E.  Xelson  Blake 

1886  A.  M.  Wright 
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1855  Hiram  Wheeler 

1887 

1856  Charles  H.  Walker 

1888 

1857  Charles  H.  Walker 

1889 

1858  Julian  S.  Rumsey 

1890 

1859  Julian  S.  Rumsey 

1891 

1860  Ira  Y.  Munn 

1892 

1861  Stephen  Clary 

1893 

1862  Calvin  T.  AVlieeler 

1894 

1863  John  L.  Hancock 

1895 

1864  John  L.  Hancock 

1896 

1865  Charles  Randolph 

1897 

1866  John  C.  Dore 

1898 

1867  Wiley  M.  Egan 

1899 

1868  Enos  V.  Robbins 

1900 

1869  Jesse  M.  Richards 

1901 

1870  Samuel  H.  McCrea 

1902 

1871  Josiah  W.  Preston 

1903 

1872  Josiah  W.  Preston 

1904 

1873  Charles  E.  Culver 

1905 

1874  George  M.  How 

1906 

1875  George  Armour 

1907 

1876  John  R.  Bensley 

1908 

1877  David  H.  Lincoln 

1909 

1878  Nathaniel  K.  Fairbank 

1910 

1879  Asa  Dow 

A.  M.  Wright 
C.  L.  Hutchinson 
William  S.  Seaverns 
William  T.  Baker 
William  T.  Baker 
Charles  D.  Hamill 
Charles  D.  Hamill 
Charles  L.  Raymond 
William  T.  Baker 
William  T.  Baker 
William  T.  Baker 
Zina  R.  Carter 
Richard  S.  Lyon 
William  S.  Warren 
William  S.  Warren 
William  S.  Warren 
Reuben  G.  Chandler 
William  S.  Jackson 
William  S.  Jackson 
Walter  Fitch 
Hiram  N.  Sager 
Hiram  N.  Sager 
John  A.  Bunnel 
A.  S.  White 


BUCKET  SHOPS 

From  its  inception  in  the  minds  of  its  founders,  the  Board 
of  Trade  has  always  stood  like  a  rock  for  commercial  integ- 
rity, honor,  and  equity.  In  opposition  to  these  fundamental 
principles  and  i)olicies  there  grew  up  a  system  of  pure  and 
simple  gambling  known  as  "bucket-shopping,"  devoid  of  all 
of  the  just  restraints  of  legitimate  speculative  dealing  in  com- 
modities, and  neither  contemplating  nor  effecting  actual  bona 
fide  transfers  of  the  property  bought  and  sold.  Against 
this  system  with  all  its  attendant  evils  the  Chicago  Board 
of  Trade  early  began  to  wage  a  relentless  warfare. 
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BUCKET  SHOPS  AND  LEGITIMATE  BOARDS  01^ 
TRADE  CONTRASTED. 

A  Bucket  Shop  is  a  pretense:  it  pretends  to  transact  busi- 
ness, when  in  fact  it  exercises  no  commercial  function  and 
is  devoid  of  every  commercial  feature;  it  is  a  deliberately 
premeditated  organized  fraud.  It  charges  for  a  service  when 
no  service  is  performed;  it  merely  weaves  its  web  and 
watches  its  victims.  It  is  a  gambling  contrivance  pure  and 
simple.  It  is  thoroughly  demoralizing  to  industrial  and  mer- 
cantile life;  it  pollutes  everything  it  touches  and  taints 
everybody  with  whom  it  is  in  any  manner  identified.  It  is 
insidiously  pernicious  and  undermining,  and  is  at  war  with 
eveiy  legitimate  industry  and  every  principle  of  mercantile 
life.  It  is  a  scheme  for  betting  upon  quotations  under  the 
flimsy  guise  of  commercial  transactions.  A  Bucket  Shop 
takes  one  side  of  the  bet  and  its  customer  the  other  side.  If 
the  customer  wins,  the  Bucket  Shop  must  lose.  If  the  Bucket 
Shop  makes  money,  it  must  follow  that  the  customers  lose 
money.  To  put  it  in  another  way,  it  is  for  the  interest  of 
the  Bucket  Shop  proprietor  that  his  customers  lose  money. 
It  is  for  the  interest  of  legitimate  merchants  that  their  cus- 
tomers make  money.  The  profits  of  the  Bucket  Shop  are 
derived  from  the  losses  of  their  infatuated  customers.  The 
impoverishment  of  their  customers  means  the  wealth  of  the 
Bucket  Shop;  and  yet,  strange  to  say,  knowing  this,  their 
patrons  eagerly  enter  the  unequal  contest.  The  Bucket  Sho]) 
bears  the  same  relation  to  legitimate  commercial  bodies  that 
a  counterfeit  bears  to  a  genuine  bill.  In  contradistinction 
from  the  Bucket  Shop,  stand  legitimate  commercial  ex- 
changes or  boards  of  trade. 

The  primary  function  of  boards  of  trade  is  to  bring  the 
buyer  and  seller  together  in  the  interest  of  fairness  and 
equity;  to  facilitate  the  marketing  of  products  and  merchan- 
dise, providing  for  their  distribution  in  diiferent  sections  of 
khe  country  and  in  different  parts  of  the  world.  Boards  of 
trade  are  not  established  in  the  interest  of  the  buyer,  exclu- 
sively, or  the  seller,  exclusively,  but  in  the  interest  of  the 
buyer,  the  seller,  the    producer,    and   the   consumer,    alike. 
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Their  transactions  are  bona  fide  commercial  transactions,  and 
are  based  and  conditioned  upon  the  legal  deliver}^  of  the  com- 
modities dealt  in.  They  have  no  private  interests  to  pro- 
mote; they  gather  information,  statistical  and  otherwise,  for 
the  benefit  of  all  concerned ;  they  are  exclusively  and  emphat- 
ically identified  with  the  public  welfare ;  they  legislate  not  for 
one  community,  nor  one  state,  nor  one  countrj-,  but  for  a 
world-wide  commerce.  They  inculcate  principles  of  honor 
and  justice  in  ti'ade,  promote  uniformity  in  the  customs  and 
usages  of  merchants,  and  secure  to  their  members  the  benefits 
of  co-operation  in  the  furtherance  of  their  legitimate  pursuits. 
uix)n  the  legal  delivery  of  the  commodities  dealt  in.  They 
have  no  private  interests  to  promote;  they  gather  informa- 
tion, statistical  and  otherwise,  for  the  benefit  of  all  concerned; 
they  are  exclusively  and  emphatically  identified  with  the 
public  welfare ;  they  legislate  not  for  one  community,  nor  one 
state,  nor  one  country,  but  for  a  world-wide  commerce.  They 
inculcate  principles  of  honor  and  justice  in  trade,  promote 
uniformity  in  the  customs  and  usages  of  merchants,  and  se- 
cure to  their  members  the  benefits  of  co-operation  in  the  fur- 
therance of  their  legitimate  pursuits. 

THE  SIGN  LANGUAGE  OF  THE  PIT  TRADERS. 

The  visitor  sitting  in  the  gallery  of  Exchange  Hall  dur- 
ing a  flurry  in  the  grain  pits  on  the  floor  rarely  fails  to  ex- 
press wonder  that  there  can  be  any  orderly  and  certain  trans- 
action of  business  in  such  hurly-burly.  But  the  trader  in 
the  middle  of  the  excited  throng  sees  in  the  turmoil  only  the 
fierce  determination  of  his  fellows  to  buy  at  the  cheapest, 
or  to  sell  at  the  highest  possible  price.  As  to  the  intentions 
of  any  man  in  the  pit  at  that  moment  the  practiced  trader 
has  no  doubt  whatever.  Articulate  speech  is  not  only  im- 
possible, under  such  conditions,  but  useless.  The  eye  is 
quicker  than  the  ear;  and  the  signals  given  with  the  hand  or 
by  gesture  of  the  head  mean  as  much  as  a  telegram  to  the 
per.son  addressed,  liarely  does  a  mistake  occur  in  this  sign- 
language  trading. 

The  sign-manual  of  the  pit  trader  is  simplicity  itself,  and 
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with  a  very  little  practice  anyone  can  become  adept  at  it ;  but 
it  calls  for  natural  aptitude  to  be  a  master  of  the  strategy 
and  generalship  demanded  of  a  good  broker.  "WTieat  having 
sold  at  90  cents,  for  instance,  a  trader  catches  the  eye  of 
someone  opposite  in  the  pit  who  has  50,000  bushels  to  sell, 
and  partly  by  telepathy,  partly  by  a  motion  of  the  clenched 
fist,  signals  that  he  would  take  the  ''50  wheat"  at  90.  The 
seller,  in  reply,  holds  up  his  right  hand  with  the  index  finger 
extended  horizontally,  indicating  that  he  wants  90y8  cents. 
The  buyer  motions  acceptance  and  signals  back  "Vg."  The 
two  traders  note  on  their  cards  ' '  Sold  50  at  Vs  Jones ' '  and 
"Bot  50  at  Vs  Smith."  After  they  leave  the  pit  they  meet 
and  check  the  operation. 

The  hand  being  held  horizontally,  the  clenched  fist  in- 
dicates the  price  in  even  cents.  Each  finger  represents  an 
added  eighth  of  a  cent  up  to  five  eighths;  the  extended  hand 
with  the  fingers  close  together  means  three  quarters,  and 
the  thumb  only  signals  seven  eighths.  But  the  whole  hand 
displayed  vertically  means  25,000  bushels,  each  finger  count- 
ing 5,000  bushels ;  whether  offered  or  being  bid  for,  is  shown 
by  a  slight  motion  of  the  hand  to  or  from  the  trader  making 
the  signal.  The  official  reporter  stationed  in  each  pit  sees 
all  the  signalling,  and  partly  by  observation  and  partly  on 
information  given  him  by  the  traders,  notes  the  latest  price 
and  gives  it  to  a  telegraph  operator  at  his  side  to  be  "put 
on  the  ticker."  Thus  the  price  of  grain  is  made  every  mo- 
ment of  the  session  and  transmitted  to  all  the  markets  of 
the  world. 

When  understood,  the  chaos  of  the  pit  becomes  quite  in- 
telligible language  even  to  the  non-participant. 

CHICAGO,  THE  GREATEST  LIVE  STOCK  MARKET. 

So  intimately  associated  with  the  business  of  the  Board 
of  Trade  is  the  live  stock  industry  of  Chicago  that  mention 
must  be  made  of  the  Union  Stock  Yards  and  the  Chicago 
Live  Stock  Exchange,  organized  on  a  declaration  of  princi- 
ples almost  identical  with  that  of  the  Board  of  Trade.  There 
is  in  the  whole  world  no  more  stupendous  industrial  mechan- 
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ism  than  that  which  centers  at  the  ''Yards."  The  equip- 
ment for  the  speedy  and  economical  handling  of  millions  of 
head  of  stock  includes  500  acres  of  land,  all  brick  paved  or 
covered,  with  13,000  pens  for  stock,  25,000  gates  for  their 
distribution,  300  miles  of  railway  track,  and  25  miles  of 
streets.  Besides,  there  is  an  immense  Exchange  Building 
for  the  housing  of  commission  merchants,  about  400  buyers 
always  in  attendance  ready  to  pay  spot  cash  for  cattle,  sheep, 
hogs,  and  horses;  a  large  and  modern  hotel  for  the  accom- 
modation of  stockmen,  ample  banking  facilities,  and  a  mass 
of  customs  and  regulations  for  the  full  protection  of  the 
rights  and  interests  of  all  having  business  to  transact.  With 
its  own  independent  water  supply,  sewer  system,  and  police 
equipment  the  Stock  Yards  is  a  veritable  city,  doing  an  an- 
nual business  exceeding  $325,000,000  in  live  stock  sales  alone. 

The  foundation  of  this  cattle  market  forty  years  ago 
arose  from  the  same  causes  which  in  1849  led  to  the  organiza- 
tion of  the  Board  of  Trade.  To  the  west  of  us  lay  immense 
grazing  regions  suitable  for  the  feeding  of  cattle,  and  the 
corn  belt  with  its  surplus  yield  which  needed  to  be  converted 
into  pork  for  its  economical  distribution  to  consumers.  With 
unequalled  transportation  facilities  at  command,  it  was  evi- 
dent that  Chicago  needed  but  to  provide  adequate  receiving 
and  handling  facilities  to  build  up  the  greatest  live  stock 
market  in  the  world. 

The  Stock  Yards  Company  as  such  does  not  buy  or  sell 
a  head  of  stock.  Its  function  is  to  provide  facilities  for  the 
proper  care  of  consignments,  supplies  of  feed  at  reasonable 
prices,  pens  where  the  stock  may  be  safeh^  held  for  the  in- 
spection of  buyers,  and  strict  rules  covering  the  weighing, 
inspection,  and  handling  of  animals  received  for  sale.  Above 
all,  the  pur])ose  of  the  organization  is  to  provide  a  free  and 
fair  market  in  which  supply  and  demand  may  have  due 
weight  in  fixing  prices.  Everything  is  done  on  a  strictly 
cash  basis,  and  nothing  savoring  of  trickery  or  sharp  prac- 
tice c'Au  exist  for  a  moment. 

Since  1900,  there  has  been  marketed  and  sold  in  Chicago 
a  yearly  average  of  over  16,000,000  animals,  exceeding  $^iOO,- 
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000,000  in  value,  or  about  one-half  the  total  combined  receipts 
of  the  six  principal  live  stock  markets  of  the  United  States, 
which  means  that  a  daily  average  of  over  1,000  car-loads  of 
live  stock  of  an  average  value  exceeding  $1,000  per  carload, 
or  an  average  of  more  than  $1,000,(X)0  worth  of  animals  are 
disposed  of  every  business  day  of  the  year  on  the  Cliicago 
live  stock  market. 

During  1907,  Chicago  received  (including  513,000  hogs 
received  direct  by  down-town  packers)  live  stock  value  at 
$326,540,639.  In  a  single  day,  February  10,  1908,  the  Chi- 
cago Union  Stock  Yards  received  150,357  animals,  including 
a  record  run  of  87,716  hogs,  valued  at  over  $3,000,000.  All 
were  handled  promptlj',  and  so  great  is  the  demand  for  meats 
and  live  stock  of  all  kinds  at  Chicago  that  practically  all  were 
sold  on  day  of  arrival  at  only  a  slight  reduction  in  prices, 
followed  by  advancing  markets  and  full  ordinary  receipts 
during  the  next  two  days. 

These  figures  represent  the  business  of  the  Chicago  live 
stock  market  alone.  They  do  not  represent  the  business  of 
Packingtown.  That  is  an  entirely  separate  business,  occupy- 
ing a  different  geographical  location,  having  an  entirely  dis- 
tinct ownership,  being  conducted  under  separate  manage- 
ment, and  belonging  to  a  different  domain  of  business— viz., 
manufacturing— while  the  transactions  in  the  Union  Stock 
Yards  proper  belong  to  the  domain  of  trade. 

The  live  stock  is  marketed  at  the  Yards,  a  large  share  is 
slaughtered  and  manufactured  in  Packington,  and  the  fin- 
ished product,  more  especially  the  hogs,  in  the  form  of  meats 
and  lard,  is  to  a  large  extent  sold  on  the  Board  of  Trade. 

It  is  on  the  floor  of  the  Exchange  that  the  packers  meet 
brokers  who  buy  provisions  for  both  domestic  and  foreign 
distributors.  A  very  large  business  is  transacted,  both  for 
prompt  shipment  and  future  delivery.  The  value  and  neces- 
sity of  trading  for  future  delivery  in  meats  and  lard  will  be 
appreciated  when  it  is  pointed  out  that  during  certain  sea- 
sons of  the  year  the  receipts  of  stock,  particularly  of  hogs, 
are  much  in  excess  of  the  current  demand  for  fresh  meats, 
which  consequently  must  be  cured  and  held  in  cold  storage 
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until  the  consumptive  demand  overtakes  the  supply.  At  such 
times  it  is  the  custom  of  the  packers  to  protect  themselves 
by  selling  for  future  delivery,  either  to  merchants  who  are 
anticipating  their  requirements  or  to  speculative  investors. 
The  packer  is  by  this  means  able  to  pay  the  producer  a  better 
price  for  his  stock  than  would  be  the  case  if  there  was  no  such 
market  for  future  delivery. 

The  table  on  the  following  page  shows  for  a  series  of 
decades  the  receipts  and  shipments  of  cattle,  hogs,  packing- 
house products,  and  hides  at  the  Chicago  market. 

CHICAGO   RECEIPTS   AND   SHIPMENTS. 
LIVE   STOCK  AND   PACKING- 
HOUSE  PRODUCTS 


YEAR 

CATTLE 

HOGS 

HOGS 

Receipts 

Shipm'ts 

Receipts 

Shipm'ts 

PACKED 

1870 

1880 

1890 

1900 

1905 

1906 

1907 

5'12.964 
1.382.477 
3,484,280 
2,729.046 
3.410,469 
3,329,250 
3,305,814 

391,709 
866,614 
1,260.309 
934.649 
1.410,213 
1,352,998 
1.452,074 

1,953,372 
7,148  457 
7,678,095 
8,696,176 
8,331.177 
7  810,559 
7.717,280 

1,095,671 
1,428,184 
2,134,558 
1.599,839 
2,178,324 
1,830,408 
1.711,902 

919,917 
5.752.191 
5,678,128 
7,241,881 
6,290,432 
6,076,957 
6.092.159 

'^  E.A  R 

CAITI  E 
TACKED 

LARD  POUNDS 

HIDES  POUNDS 

Rectipts 

Shipments 

Receipts 

Shipments 

I8',0 

21254 

7,711,018 

43,292.249 

28,539.668 

27,245.846 

1880 

511,711 

68,387  204 

333,539,138 

73,124,519 

76,299,285 

1890 

2.223,971 

147,475,267 

471.910,128 

103,743,421 

199,083,622 

1900 

1,794,397 

60,632,245 

479,775,491 

101,361,226 

127,937,505 

190.5 

2,000,256 

84,653,195 

405,629,825 

155,340.635 

173,406,223 

1906 

1,976,252 

80,397,434 

431,914,5^9 

132  878,793 

175,170,520 

1907 

1,853,240 

70,361,665 

303,629,530 

120.642..541 

166,736,394 

BHL'I).   1X)RK 

CURED  MEATS 

DRES.SED  BEEF 

Year 

Rccpts 
Brls 

Ship'ts 
Brls 

Receipts 
Lbs 

Sliipmenls 
Lbs 

Receipts 
Lb.s 

Shipments 
Lbs 

1870 

40.883 
39.091 
77.985 

8.883 
12  320 

5,034 
13,072 

105.885 
367.324 
392.786 
259,238 
144.900 
182.906 
141. «M) 

52.162.881 
164.437.225 
300,198,241 
197,203,914 
274.012.012 
204  641.412 
:06,872,674 

112.443.168 
958.036,113 
823,801,460 
761.021,932 
7.'>4.942.965 
801,642,049 
7.'J.'J.2.'-,9,2.''i.'. 

1880 

1890 
1900 
1905 
1906 
1907 

109,701,834 
216,455,042 
360,773,876 
353,286,580 
349,582,783 

964,134.807 
1,178,950,890 
1,110,371,601 
1,138,072.285 

0.30,533,601 

126  The  Functions  of  the 

The  Chicago  Board  of  Trade  provides  for  the  impartial 
enjoyment  of  business  facilities ;  for  the  dissemination  of  all 
attainable  information  concerning  the  crops  of  the  country 
—not  for  the  benefit  of  the  few,  but  of  the  many— for  the 
buyer  and  seller,  the  producer  and  consumer  alike.  This 
valuable  information,  gathered  at  great  expense,  is  furnished 
to  the  public  without  cost.  The  Board  of  Trade  does  not 
transact  business  on  its  own  account;  it  neither  buys  nor 
sells;  its  Exchange  Room  is  a  great  Market  Place,  thoroughly 
equipped  with  every  facility  and  convenience  for  buying  and 
selling  grain,  seeds,  hay,  provisions,  etc. 

The  Board  of  Trade  is  opposed  to  monopolies  and  trusts, 
where  individual  enterprise  is  handicapped,  and  where  the 
few  are  enriched  at  the  expense  of  the  many.  It  provides  a 
broad,  open  market,  and  stands  for  square  dealing  in  all 
business  transactions,  and  for  equal  opportunities  to  all. 
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CHAPTER  THREE 

The  Buying  and  Selling  of  Produce  for  Future 
Delivery 


SECTION  1 
Concerning  Attempt  to  Prohibit  Time  Dealings  in  Grain 

By  A.  E.  Brown 

Among  the  hundreds  of  bills  introduced  in  the  House  of 
Representatives  are  several  that  have  for  their  object  the 
abolition  of  time  dealings  in  grain  and  other  agricultural 
product.  These  proposed  law/S  boldly  undertake  tasks  which 
have  been  found  impossible  and  have  long  been  discarded  in 
other  countries  as  chimerical.  These  attempts  to  prohibit, 
through  legislative  enactment,  the  buying  and  selling  of  grain 
for  future  delivery  on  legitimate  established  produce  ex- 
changes should  receive  the  attention  of  all  thoughtful  persons, 
especially  those  engaged  in  the  growing  and  handling  of 
cereals,  and  strenuous  efforts  should  be  made  to  prevent  Con- 
gress, in  its  desire  to  eliminate  the  ills  in  the  trade,  from  kill- 
ing instead  of  curing  the  patient.  It  is  apparent,  to  those 
who  are  familiar  with  the  subject,  that  the  authors  of  this 
proposed  legislation  are  laboring  under  a  grave  misapprehen- 
sion of  the  true  facts  and  conditions  governing  the  buying 
and  selling  of  grain.  They  overlook  the  all-important  fact 
that  Die  only  competition  the  millers  now  have  is  iti  the  ex- 
changes in  the  buying  of  grain  for  future  delivery.  There- 
fore, the  abolition  of  time  dealings  would  eliminate  this  com- 
petition and  in  the  end  surely  would  reduce  the  number  of 
buyers  of  cash  cereals  from  the  farmer,  and  thereby  materially 
put  down  the  price  of  the  grain  he  has  to  sell.  In  other  words, 
the  millers  iiould  he  able  to  secure  their  raw  material  at  a 
much  lower  figure  and  at  the  expense  of  the  farmer. 

The  Chicago  "Evening  Journal,"  in  an  editorial  under 
dale  of  Jan.  21st,  refers  to  this  attempt  to  disrupt  and  disor- 
ganize our  equitable  and  effective  sV'Stem  for  marketing  and 
distributing  our  great  grain  crops  in  the  following  words: 

"Surely  CougreHs  cannot  be  seriously  contemplating  a  law 
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that  will  prohibit  the  buying  and  selling  of  commodities  on 
margin. 

*' Yet  a  dispatch  from  Washington  says  that  measures  to 
put  grain  and  cotton  exchanges  out  of  business  are  being  con- 
sidered by  the  agricultural  committee  of  the  House  of  Repre- 
sentatives, and  that  every  member  of  the  subcommittee,  to 
which  these  measures  have  been  referred,  is  in  favor  of  some 
such  proposition. 

''The  plan  of  the  committee  is  said  to  be  to  prepare  a  bill 
that  will  put  an  end  to  margin  transactions  in  cotton  futures 
and  grain  and  pork  products  and  report  it  to  the  house  at  the 
earliest  possible  date. 

Such  a  law  would  be  injurious  to  the  country  and  it  is 
to  be  hoped  that  if  the  agricultural  committee  reports  any  such 
measure  the  House  of  Representatives  will  defeat  the  project. 
Dealing  in  grain  and  pork  products  is  essential  to  national 
prosperity.  If  it  were  done  away  with  the  farmer  would 
suffer  and  consumers  would  not  benefit.  The  market  for 
those  commodities  would  be  disorganized  and  prices  over  the 
country  would  not  be  uniform. 

"The  legitimate  board  of  trade,  which  would  be  wiped 
out  of  existence  if  any  such  measure  as  is  said  to  be  con- 
templated should  become  a  law,  is  a  useful  national  institu- 
tion, furnishing  a  central  market  for  the  products  of  the  great 
west.  Without  it,  farmers  would  have  to  sell  their  wheat  and 
pork  for  what  they  would  bring  in  local  markets,  and  would 
have  no  assurance  then  of  a  prompt  sale  at  good  prices. 

''The  bill  of  the  agricultural  committee  should  be  unani- 
mously rejected. " 

Those  who  have  studied  the  subject  well  have  found,  in 
the  buying  and  selling  of  grain  for  future  delivery,  the  solu- 
tion of  the  problem  for  the  proper  concentration  and  distribu- 
tion of  surplus  crops  at  right  times  and  places.  Such  buy- 
ing and  selling  insure  for  the  farmer  an  open  market  at  all 
times  and  are  the  bases  upon  which  rests  his  ability  instantly 
to  sell  his  grain  and  at  the  prices  quoted  on  the  legitimate 
exchanges,  which  prices  are  established  by  supply  and  de- 
mand, crop  prospects  and  other  normal  factors. 
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Now,  the  pending  aiiti-future  trading  measures  would 
legislate  against  the^efficient,  desirable  and  beneficial  system^ 
that  has  been  perfected  for  the  marketing  of  our  crops  and 
would  work  irreparable  injury  to  the  producer.  Such  leg- 
islation, therefore,  is  ill-timed,  uncalled  for  and  pernicious, 
and  the  people  should  express  themselves  against  these  meas- 
ures in  no  uncertain  terms.  One  most  important  form  of 
speculative  tra n sa ctions  that  would  be  affected  bv  thesp  pro- 
h^tiy  e^  measures^  thehedging,  which  constitutes  a  very 
large jpart  of  the^futurejrading  on  a  legitimate  exchange  and 
which  is  resorted  to^bj^rainjbuyers^  elevator  owners,  millers 
and  exporters  to  prut^ct  thems£lx£s._ against jjiice _fluctua- 
tions.  Their  ability  to  hedge,  and  thus  limit  risk,  enables 
them  to  pay  the  producer  more  for  his  grain  than  they  would 
otherwise  be  able  to  pay. 

While  there  is,  no  doubt,  much  need  for  reform  in  so- 
called  speculative  grain  transactions,  nevertheless,  it  is  neith- 
er just  nor  politic  to  condemn  all  such  transactions.  Be  it 
remembered  that  there  are  apparently  two  methods  of  deal- 
ing in  grain^  each  caller!  spponlafivp;  one  is  legitimate,  desir- 
able and  beneficial ;  the  other,  viz.,  in  bucket  shops,  is  illegit- 
imate, baneful  and  indefenaible,  and  is  merely  gambling  on 
the  rise  and  fall  of  prices  as  made  on  the  legitimate  boards 
of  trade. and  grain  exchanges.  The  efforts  of  law  makers, 
therefore,  should  be  directed  toward  the  elimination  of  the 
bucket  shop  evil,  and  not  toward  prohibiting  the  meritorious 
system  of  marketing  our  cereal  crops  by  the  buying  and  sell- 
ing of  grain  for  future  deliverj\ 

Those  who  realize  the  vast  difference  between  a  well  or- 
ganized board  of  trade  as  a  permanent  element  in  the  grain 
business  and  the  bucket  ishop,  characteristically  a  fly-by-night, 
will  see  at  once  how  important  it  is  that  the  government  take 
proper  legislative  action  to  prohibit  bucket  shops. 

Mr.  Isaac  F.  Marcosson,  in  his  book  entitled  **ITow  to 
Invest  Your  Savings,"  describes  the  bucket  shop  in  the  fol- 
lowing words: 

**The  bucket  shop  is  the  race  track  of  the  six^culativo 
game,  and  the  operator  takes  the  place  of  the  book  maker. 
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lie  bets  against  the  people  who  entnist  their  money  to  him. 
*  *  *  It  is  this  kind  of  gambling  that  has  wrought  wide- 
spread ruin,  sorrow  and  disgrace.  The  court  records  every- 
where are  filled  with  the  stories  of  men  who  started  on  their 
downward  career  by  losing  their  savings,  or  other  i">eople's 
money  in  bucket  shops." 

''Bucket  shops  isometimes  flourish  under  the  name  of 
Syndicates  and  Stock  Commission  Houses.  But  by  any 
other  name  they  would  be  the  same  nefarious  institutions." 

Judge  Jordan,  of  the  Supreme  Court  of  Indiana,  in  the 
case  of  Indiana  et  al.  versus  Bill  (149  Ind.,  136),  said: 

''The  mischief  and  evil  consequences  resulting  to  the  state 
from  the  operation  of  the  bucket  shop  are  almost  beyond  com- 
putation. It  ought  to  be  outlawed  by  statute,  as  its  existence 
is  a  menace  to  society,  its  operations  immoral,  contrary  to 
public  policy  and  illegal. ' ' 

A  writer,  in  an  article  addressed  to  the  members  of  the 
Legislature  of  the  State  of  Missouri  for  the  purpose  of  in- 
inducing  them  to  enact  anti-bucket  shop  legislation,  said : 

"A  'bucket  shop'  is  a  place  wherein  are  posted,  as  they 
occur,  the  fluctuating  prices  of  grains,  provisions  and  stocks 
in  the  great  exchanges  at  the  leading  commercial  centers. 
Under  the  guise  of  a  contract  to  buy  or  sell  one  of  these  com- 
modities, the  proprietor  of  the  'shop'  will  wager  any  comer 
that  the  price  will  advance  before  it  declines,  or  will  decline 
before  it  advances,  to  a  certain  named  point.  Neither  party 
'buys'  anything.  Neither  party  'sells'  anything.  The  de- 
cision of  the  wager  hangs  upon  a  quotation  which  is  made 
by  men  engaged  in  actual  trade  perhaps  five  hundred  or  a 
thousand  miles  distant,  with  which  the  bettors  have  nothing 
to  do  and  upon  which  their  wager  exerted  no  influence. 

"The  two  foremost  reasons  of  public  policy  why  the  so- 
called  'bucket  shops'  should  be  abolished  by  legal  enactment 
are: 

"1.  That  their  combined  existence  has  a  direct  and  pow- 
erful effect  in  reducing  the  price  paid  to  the  producer  for 
the  products  of  the  farm. 

"2.     That  they  are  gambling  houses,  inire  and  simple. 
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and  as  such  inimical  to  morality  and  the  well-being  of  the 
state. 

**  These  two  propositions  can  be  demonstrated  beyond 
controversy. 

"The  detrimental  effect  of  the  existence  of  the  'bucket 
shop'  upon  the  values  of  farm  products  arises  from  the  fact 
that  their  character  has  been  popularly  misconceived,  ^lany 
of  their  proprietors  style  themselves  'Commission  Merchants' 
and  advertise  their  business  under  that  name.  A,ssuming 
such  cloaks,  they  have  been  enabled  to  divert  from  the  usual 
and  legitimate  channels  a  vast  proportion  of  trade. 

"The  'bucket  shops'  of  the  United  States  have  constantly 
placed  in  their  hands  orders  to  buy  millions  of  bushels  of 
wheat.  Were  these  orders  placed  in  their  natural  markets 
for  execution  they  would  necessarily  advance  values  and  the 
ruling  quotations  of  our  cereals  would  undoubtedly  be  sev- 
eral cents  per  bushel  higher. 

' '  Let  us  see  how. 

"The  patrons  of  the  'bucket  shop'  placed  their  money  in 
the  hands  of  the  'bucket  shop'  keepers  with  the  intention  of 
buying  grain.  In  the  aggregate,  millions  of  dollars  were  so 
deposited.  What  is  done  with  this  vast  sum?  Is  it  used  to 
buy  wheat?  If  it  was  so  used  the  effect  upon  our  markets 
would  be  prodigious. 

"But  the  'bucket  shop,'  like  the  lottery  and  the  faro 
bank,  finds  its  sole  profits  in  its  customers'  losses.  If  its 
patrons  'buy'  wheat  and  wheat  goes  up,  the  'bucket  shop' 
loses. ' ' 

Dealing  in  bucket  shops,  then^is  merely  gambling  on  the 
rise  an^  fall  of  prices  as  ma^  on  the  legitimate  exchanges, 
and  such  dealing  has  a  direct  and  powerful  effect  in  reducing 
the  price  paid  to  the  producer  for  the  products  of  the  farm, 
for  the  reason  that  as  a  matter  of  practice  an  advancing  mar- 
ket is  usually  to  the  interest  of  a  patron  of  the  bucket  shop, 
while  a  declining  market  is  best  suited  to  the  bucket  shoj) 
operator,  who  uses  liis  patrons'  money  to  aid  him  in  reduc- 
ing values.  The  gravity  of  the  subject,  therefore,  from  an 
economic  standpoint,  lies  in  the  fact,  that  the  bucket  shop 
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tends  to  undermine  the  cornerstone  of  all  commercial  enter- 
prise and  success  in  this  country,  viz.,  agricultural  prosi^er- 
ity.  Attempted  speculation  diverted  into  these  bucket  shops 
becomes  gambling  pure  and  simple,  with  no  possible  excuse 
for  its  toleration,  for  instead  of  aiding  in  the  adjustments  of 
values  it  tends  to  produce  abnormal  depression  of  values. 
What  the  producer  and  grain  handler  most  desire,  therefore, 
is  protection  against  an  element  of  irresponsible  traders  {the 
bucket  shop)  ivho  recognize  no  authority,  and  whose  transac- 
tions are  in  the  nature  of  ''heads  I  uin,  tails  you  lose." 

Again,  it  has  been  suggested  that  those  law  makers  who 
contemplate  legislating  against  the  legitimate  produce  ex- 
changes and  time  dealings  in  grain  should  investigate  the 
pernicious  system  ivhich  prevails  in  the  purchase  and  sale 
of  tobacco.  Were  there  exchanges  established  and  main- 
tained, ichere  the  grower  coidd  sell  his  tobacco  for  cash  or 
future  delivery,  as  the  grain  farmer  is  enabled  to  do  through 
the  established  grain  exchanges,  the  harmful  conditions 
which  now  exist  in  the  tobacco  industry  would  be  impossible. 
Mr.  Charles  Edward  Russell,  in  an  article  published  in 
/V  the  December  issue  of  "Everybody's  Magazine,"  in  refer- 
ring to  the  evils  existing  in  the  purchase  and  sale  of  tobacco, 
said: 

* '  From  time  immemorial  tobacco  leaf  has  been  sold  in  the 
tobacco-raising  regions  at  the  free  competition  of  buyers. 
THERE  WAS  NEVER  ANY  QUOTED  PRICE  FOR 
TOBACCO  AS  THERE  IS  FOR  WHEAT  OR  COTTON, 
but  the  farmers  brought  their  tobacco  to  market  and  the  buy- 
ers were  wont  to  bid  for  it.  The  Trust  has  changed  all  this, 
for  now,  in  a  great  part  of  the  tobacco  region,  there  is  but 
one  buyer.  The  Trust  makes  the  price  what  it  pleases,  and 
the  farmer  must  accept  this  price  or  take  his  tobacco  home 
again. 

"Under  the  operation  of  this  system  such  tobacco  as  for 
years  had  brought  in  a  free  and  open  market  six  to  eight 
cents  a  pound,  sells  for  three  cents  a  pound,  or  less.  The 
land  that  had  fonuerly  produced  $75  to  $200  an  acre,  now 
vields  less  than  half  of  its  former  returns,  and  a  distin- 
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guished  Kentuckian  has  calculated  that  in  his  state,  because 
of  the  operation  of  the  Trust,  the  returns  to  the  tobacco 
farmer  are  less  than  twenty  cents  a  day  for  his  labor. 

"In  four  countries  of  Europe— France,  Italy,  Austria 
and  Spain— tobacco  is  a  government  business,  and  these  four 
governments  buy  in  the  United  States  every  year  about  one 
million  pounds  of  tobacco.  The  Trust  arranged  with  the 
buyers  for  these  governments  that  they  should  have  a  certain 
fixed  territory  in  the  South  in  which  they  might  buy  without 
opposition,  provided  they  should  buy  nothing  outside  of  that 
territory. 

"When  this  arrangement  was  made  it  destroyed  the  last 
chance  of  competition,  and  gave  over  the  producer  bound  to 
his  despoilers." 

Now  in  contrast  to  this  deplorable  and  pernicious  system 
in  the  purchase  and  sale  of  tobacco,  which  enables  a  handful 
of  men  to  depress  values  and  control  that  product  to  the 
great  detriment  of  the  grower  and  consumer,  consider  again 
the  excellent,  equitable  and  beneficial  system  in  vogue  in 
the  marketing  of  grain,  which  system,  through  the  legitimate 
established  boards  of  trade  or  grain  exchanges,  eliminates 
the  abuses  arising  in  the  buying,  selling  and  handling  of 
this  commodity,  and  absolutely  prevents  conditions  such  as 
now  exist  in  the  marketing  of  tobacco.  The  abolition  of  time 
dealings  in  grain  {future  trading)  similarly  would  enable 
the  few  to  control  our  cereals. 

The  system  then  of  buying  and  selling  for  future  delivery 
modifies,  controls  and  regulates.  In  the  abundance  of  the 
autumn  it  upholds  prices  at  a  fair  value.  In  the  weeks  pre- 
ceding the  new  crop,  it  acts  upon  quotations  as  a  safety  valve 
to  restrain  and  prevent  their  tendencies  to  become  inflated. 
Were  it  not  for  speculative  support  prices  would,  imme- 
diately succeeding  harvest,  fall  to  values  below  the  cost  of 
profitable  production  and  the  producer  would  thereby  be 
denied  the  reward  of  his  toil.  On  the  other  hand,  just  before 
harvest,  the  consumptive  demand  could  find  no  adequate 
supply ;  in  other  words,  the  stocks  of  grain  would  be  in  the 
hands  of  the  few,  and  in  consequence,  values  would  leap 
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upward  to  figures  distressing  to  the  poor  and  burdensome 
to  the  rich.  Speculation,  therefore,  is  the  moderator,  check- 
ing the  greed  of  the  holders;  it  places  a  restraint  upon  the 
exactions  of  buyers,  and  it  preserves  an  equilibrium  that 
could  be  maintained  through  no  other  agency.  It  is  a  nat- 
ural and  legitimate  outgrowth  of  the  great  system  that  has 
been  jDerfected  for  the  marketing  of  our  crops,  and  as  car- 
ried on  under  the  legal  restrictions  and  judicious  regulations 
of  the  great  grain  exchanges,  it  is  a  factor  conducive  to  the 
general  welfare. 

Those  legislators  at  Washington  who,  in  their  zeal  to 
correct  the  abuses  extant  in  our  commercial  affairs,  are  ad- 
vancing, as  a  remedy,  legislation  relating  to  subjects  with 
which  they  are  not  thoroughly  familiar,  should  proceed  with 
caution.  It  will  be  for  the  best  interests  of  the  people  if 
such  legislators  would  complete^  inform  themselves  relative 
to  the  subjects  involved  before  promoting  a  cure  for  those 
evils,  lest  their  acts  cause  disaster  to  the  business  world. 
Harmful  legislation  is  far  worse  than  no  legislation  at  all. 


SECTION  2 
Opinion  by  Justice  Holmes 

The  Supreme  Court  of  The  United  States  holds:  That  fu- 
ture contracts  on  the  Board  of  Trade  are  not  gambling 
transactions. 

The  Supreme  Court  of  the  United  States  said:  "The 
Chicago  Board  of  Trade  was  incoi*porated  by  special  charter 
of  the  State  of  Illinois  on  Februaiy  18th,  1859.  The  charter 
incorporated  an  existing  board  of  trade,  and  there  seems  to 
be  no  reason  to  doubt  that  it  then  managed  its  Chamber  of 
Commerce  substantially  as  it  has  since.  The  main  feature 
of  its  management  is  that  it  maintains  an  exchange  hall  for 
the  exclusive  use  of  its  members,  which  now  has  become  one 
of  the  great  grain  and  provision  markets  of  the  world.  Three 
separate  portions  of  this  hall  are  known  respectfully  as  the 
Wheat  Pit,  the  Corn  Pit,  and  the  Provision  Pit.     In  these 
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pits  the  members  make  sales  and  purchases  exclusively  for 
future  delivery,  the  members  dealing  always  as  principals 
between  themselves,  and  being  bound  practically,  at  least,  as 
principals  to  those  who  employ  them  when  they  are  not  act- 
ing on  their  own  behalf. 

The  quotation  of  the  prices  continuously  offered  and  ac- 
cepted in  these  pits  during  business  hours  are  collected  at 
the  Board  of  Trade's  expense  and  handed  to  the  telegraph 
companies,  which  have  their  instruments  close  at  hand,  and 
by  the  latter  are  sent  to  a  great  number  of  offices.  The  tele- 
graph companies  all  receive  the  quotations  under  a  contract 
not  to  furnish  them  to  any  bucket  shop  or  place  ichere  they 
are  used  as  a  basis  for  bets  or  illegal  contracts. 

It  appears  that  in  not  less  than  three-quarters  of  the 
transactions  in  the  grain  pit  there  is  no  physical  handing 
over  of  any  grain,  but  that  there  is  a  settlement,  either  by 
the  direct  method,  so  called,  or  by  what  is  known  as  ring- 
ing up.  The  direct  method  consists  simply  in  setting  off 
conti'acts  to  buy  wheat  of  a  certain  amount  at  a  certain  time, 
against  contracts  to  sell  a  like  amount  at  the  same  time,  and 
paying  the  difference  of  price  in  cash,  at  the  end  of  the  busi- 
ness day.  The  ring  settlement  is  reached  bv  a  comparison 
of^  books  among  the  clerks  of  the  members  buying  and  sell- 
ing in  the^j^it.  and  picking  out  a  series  of  transactions  which 
begins  and  ends  with  dealings  which  can  be  set  against  each 
other  by  eliminating  those  between— as,  if  A  has  sold  to  B 
five  thousand  bushels  of  May  wheat,  and  B  has  sold  the  same 
amount  to  C,  and  C  to  D  and  D  to  A.  Substituting  D  for  B 
by  novation,  A's  sale  can  be  set  against  his  purchase,  on 
simply  paying  the  difference  in  price. 

This  oham])er  of  commerce  is,  in  the  fiist  ])laco,  a  great 
market,  wliere,  through  its  eighteen  hundred  members,  is 
transacted  a  large  part  of  the  grain  and  provision  business 
of  the  world.  Of  course  in  a  modern  market  contracts  are 
not  confined  to  sales  for  immediately  delivery.  People  will 
endeavor  to  forecast  the  future  and  to  make  agreements  ac- 
cording to  their  prophecy.  Specuhitum  of  this  kind  by  com- 
petent men  is  the  self-adjustment  of  society  to  the  probable. 
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Its  value  is  well  known  as  a  means  of  avoiding  or  mitigating 
catastrophes,  equalizing  prices  and  providing  for  periods  of 
want.  It  is  true  that  the  success  of  the  strong  induces  im- 
itation by  the  weak,  and  that  incompetent  persons  "bring 
themselves  to  ruin  by  undertaking  to  speculate  in  their  turn. 
But  legislatures  and  courts  generally  have  recognized  that 
the  natural  evolutions  of  a  complex  society  are  to  he  touched 
only  with  a  very  cautious  hand,  and  that  such  coarse  attempts 
at  a  remedy  for  the  tvaste  incident  to  every  social  function 
as  a  simple  prohibition  nnd  laivs  to  stop  its  being  are  harm- 
ful and  vain.  This  Court  has  upheld  sales  of  stock  for 
future  delivery  and  the  substitution  of  parties  provided  for 
by  the  rules  of  the  Chicago  Stock  Exchange.  Clews  vs. 
Jamieson,  182  U.  S.  461. 

When  the  Chicago  Board  d  Trade  was  incorporated  we 
cannot  doubt  that  it  was  expected  to  afford  a  market  for 
future  as  well  as  present  sales,  with  the  necessary  incidents, 
of  such  a  market,  and  while  the  State  of  Illinois  allows  that 
charter  to  stand,  we  cannot  believe  that  the  pits,  merely  as 
places  where  future  sales  are  made,  are  forbidden  by  the 
law.  But  again,  the  contracts  made  in  the  pits  are  contracts 
between  members.  We  must  suppose  that  from  the  begin- 
ning as  now,  if  a  member  had  a  contract  with  another  mem- 
ber to  buy  a  certain  amount  of  ivheat  at  a  certain  time  and 
another  to  sell  the  same  amount  at  the  same  time,  it  would 
be  deemed  unnecessary  to  exchange  warehouse  receipts.  We 
must  suppose  that  then  as  now,  a  settlement  would  be  made 
by  the  payment  of  differences,  after  the  analogy  of  a  clear- 
ing house.  This  naturally  would  take  place  no  less  that  the 
contracts  were  made  in  good  faith  for  actual  delivery,  since 
the  result  of  actual  delivery  would  be  to  leave  the  parties 
just  where  they  were  before.  Set-off  has  all  the  effects  of 
delivery.  The  ring  settlement  is  simply  a  more  complex 
case  of  the  same  kind.  These  settlements  would  be  frequent, 
as  the  number  of  persons  buying  and  selling  was  compara- 
tively small. 

The  fact  that  contracts  are  satisfied  in  this  way  by  set- 
off and  the  payment  of  differences  detracts  in  no  degree  from 
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the  good  faitli  of  the  parties,  and  if  the  parties  know  when 
they  make  such  contracts  that  thej"  are  very  likely  to  have  a 
chance  to  satisfy  them  in  that  way  and  intend  to  make  use 
of  it,  that  fact  is  perfectly  consistent  with  a  serious  business 
purpose  and  an  intent  that  the  contract  shall  mean  what  it 
says.  There  is  no  doubt,  from  the  rules  of  the  Board  of 
Trade  or  the  evidence,  that  the  contracts  made  between  the 
members  are  intended  and  supposed  to  be  binding  in  man- 
ner and  form  as  they  are  made.  There  is  no  doubt  that  a 
large  part  of  those  contracts  is  made  for  serious  business 
purposes.  Hedging,  for  instance,  as  it  is  called,  is  a  means 
by  which  collectors  and  exporters  of  grain  or  other  products, 
and  manufacturers  who  make  contracts  in  advance  for  the 
sale  of  their  goods,  secure  themselves  against  the  fluctuations 
of  the  market  by  counter  contracts  for  the  purchase  or  sale, 
as  the  case  may  be,  of  an  equal  quantity  of  the  product,  or 
of  the  material  of  majiufacture.  It  is  none  the  less  a  serious 
business  contract  for  a  legitimate  and  useful  purpose  that 
it  may  be  offset  before  the  time  of  deliver}^  in  case  delivery 
should  not  be  needed  or  desired. 

Purchases  made  with  the  understanding  that  the  contract 
will  be  settled  by  paying  the  difference  between  the  contract 
and  the  market  price  at  a  certain  time  (Embrey  v.  Jemison, 
131  U.  S.  336,  Weare  Commission  Co.  v.  People,  209  111. 
528)  stand  on  different  ground  from  purchases  made  merely 
with  the  expectation  that  they  will  be  satisfied  by  set-off.  If 
the  latter  might  fall  within  the  statute  of  Illinois,  we  would 
not  be  the  first  to  decide  that  they  did  when  the  object  was 
self-protection  in  business  and  not  merely  a  speculation  en- 
tered into  for  its  own  sake.  It  seems  to  us  an  extraordinary 
and  unlikely  proposition  that  the  dealings  which  give  its 
character  to  the  great  market  for  future  sales  in  this  country 
are  to  be  regarded  as  mere  wagers  or  as  "pretended"  buying 
or  selling,  without  any  intention  of  receiving  and  paying  for 
the  property  bought,  or  of  delivering  the  property  sold, 
within  the  meaning  of  the  Illinois  act.  Such  a  view  seems 
to  us  hardly  consistent  with  the  admited  fact  that  the  quota- 
tions of  prices  from  the  market  are  of  the  utmost  importance 
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to  the  business  world,  and  not  least  to  the  farmers;  so  im- 
portant, indeed,  that  it  is  argued  here  and  has  been  held  in 
Illinois  that  the  quotations  are  clothed  with  a  public  use.  It 
seems  to  us  hardly  consistent  with  the  obvious  purposes  of 
the  Board  of  Trade's  charter,  or  indeed  with  the  words  of 
the  statute  invoked.  The  sales  in  the  pits  are  not  pretended, 
hut,  as  we  have  said,  are  meant  and  supposed  to  he  hinding. 
A  set-off  is  in  legal  effect  a  delivery.  We  speak  only  of  the 
contracts  made  in  the  pits,  hecanse  in  them  the  members  are 
pi-mcipals.  The  suhsidiary  rights  of  their  employers  where 
the  memhers  buy  as  brokers  ive  think  it  unnecessary  to  dis- 
cuss. 

In  the  view  which  we  take,  the  proportion  of  the  dealings 
in  the  pit  which  are  settled  in  this  way  throws  no  light  on 
the  question  of  the  proportion  of  serious  dealings  for  legiti- 
mate business  purposes  to  those  which  fairly  can  be  classed 
as  wagers  or  pretended  contracts.  No  more  does  the  fact 
that  the  contracts  thus  disposed  of  call  for  many  times  the 
total  receipts  of  grain  in  Chicago.  The  fact  that  they  can 
he  and  are  set-off  sufficiently  explains  the  possibility,  whidi 
is  no  more  wonderftd  than  the  enormous  disproportion  he- 
tiveen  the  currency  of  the  country  and  contracts  for  the  pay- 
ment of  money,  many  of  which  in  like  manner  are  set  off  in 
clearing  houses  without  any  one  dreaming  that  they  are  not 
paid,  and  for  the  rest  of  which  the  same  money  suffices  in 
succession,  the  less  being  needed  the  more  rapid  the  circula- 
tion is.     *     *     * " 


SECTION  3 
The  Grain  Exchange 

What  the  Courts  Say 
RECENT  EXPERIENCE  OF  GERMANY. 

Be  it  remembered  that  Boards  of  Trade  or  Grain  Ex- 
changes do  not  as  corporations,  buy  or  sell  commodities. 
They  are  merely  meeting  places  where  buyers  and  sellers 
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congregate  for  the  purchase  and  sale  of  grain  and  provisions, 
and  their  indispensable  function  is  to  fix  and  enforce  the  rules 
for  such  buyers  and  sellers. 

The  primary  objects  of  establishing  and  maintaining 
Boards  of  Trade  or  Grain  Exchanges  are  to  bring  together 
the  buyers  and  sellers  of  farm  products  in  the  interest  of 
fairness  and  equity,  to  facilitate  the  marketing  of  grain 
and  provisions,  and  to  provide  the  means  for  the  distribu- 
tion of  such  products  to  the  consumer  in  different  sections 
of  the  country  and  in  different  parts  of  the  world.  The  aims 
and  purposes  then  of  such  associations  are  to  promote  uni- 
formity in  the  customs  and  usages  of  merchants;— to  incul- 
cate principles  of  justice  and  equity  in  trade  by  correcting 
and  eliminating  abuser  in  buying,  selling,  handling,  inspect- 
ing, weighing  and  transporting  of  grain;— to  facilitate  the 
speedy  adjustment  of  business  disputes  and  to  acquire  and 
disseminate  valuable  commercial  and  economic  infonnation. 

Now  the  legitimate  produce  exchanges,  irldcJi  are  merely 
meeting  places  where  buyers  andsellers  congregate  to  transact 
their  business,  perform  a  vast  and  beneficial  labor  for  the 
producer.  As  an  intermediary  between  the  grower  and  con- 
sumer these  exchanges  accomplish  an  enormous  saving  to 
both,  as  is  clearly  brought  out  by  the  experiences  of  those 
countries  which  have  attempted  to  prohibit,  by  legislative  en- 
actment, the  buying  and  selling  of  grain  and  other  i)roduce 
for  future  delivery  on  the  legitimate  established  exchanges. 
The  conditions  existing  in  countries  having  no  produce  ex- 
changes or  s|)eculative  markets  arc  extremely  unfavorable. 
For  example,  take  Russia:  there  are  no  si)eculative  markets 
in  that  country  and  piles  of  wheat  rot  in  one  section  while 
people  starve  in  the  next.  Those  who  have  thought  out  the 
frubject  most  thoroughly  have  found,  in  the  buying  and  sell- 
ing for  future  delivery  on  boards  of  tirade,  the  solution  for 
the  proper  concentration  and  distribution  of  surplus  supplies 
at  right  times  and  ])lace5,  for  such  buying  and  selling  insure 
the  farmer  an  op<'n  market  at  all  times  and  arc  the  bases  upon 
which  rests  his  ability  insfanfly  to  sell  liis  grain  and  to  sell 
it.  at  prices  quoted  on  these  legitimate    exchanges,    which 
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prices  are  established  by  supply  and  demand,  crop  prospects 
and  other  normal  factors. 

The  United  States  Supreme  Court,  in  a  decision  given 
May  8th,  1905,  relating  to  the  buying  and  selling  of  grain 
for  future  delivery,  said: 

''People  will  endeavor  to  forecast  the  future  and  to  make 
agreements  according  to  their  prophecy.  Speculation  of  this 
kind  by  competent  men  is  the  self-adjustment  of  society  to 
the  probable.  Its  value  is  well  known  as  a  means  of  avoid- 
ing or  mitigating  catastrophes,  equalizing  prices  and  pro- 
viding for  periods  of  want.  It  is  true  that  the  success  of 
the  strong  induces  imitation  by  the  weak,  and  that  incompe- 
tent persons  bring  themselves  to  ruin  by  undertaking  to 
speculate  in  their  turn.  But  legislatures  and  courts  gen- 
erally have  recognized  that  the  natural  evolutions  of  a  com- 
plex society  are  to  be  touched  only  with  a  very  cautious  hand, 
and  that  such  coarse  attempts  at  a  remedy  for  the  waste  in- 
cident to  every  social  function  as  a  simple  prohibition  and 
laws  to  stop  its  being,  are  harmful  and  vain." 

One  most  important  form  of  trading  is  the  hedging,  which 
constitutes  a  very  large  part  of  the  buying  and  selling  for 
future  delivery  on  the  legitimate  exchange,  and  which  is 
resorted  to  by  grain  buyers,  elevator  owners,  millers,  export- 
ers, etc.,  to  protect  themselves  against  price  fluctuation.  Hedg- 
ing is  merely  an  offset  to  guard  against  a  rise  or  fall  in  the 
market.  The  term  ''to  hedge"  means  to  buy  against  flour 
or  grain  sold,  or  to  sell  against  property  held,  or  in  store. 
Thus  hedging  is  a  form  of  trading  to  guard  against  loss  in 
the  event  of  wide  fluctuation  of  the  market.  The  ability  of 
the  grain  buyer  to  hedge  and  thus  limit  risk  enables  him  to 
pay  the  producer  more  for  his  grain  than  he  would  other- 
wise be  able  to  pay.  Legitimate  gi'ain  exchanges,  then, 
which  make  possible  hedging,  and  the  buying  and  selling  of 
grain  for  future  delivery,  are  greatly  beneficial  to  the  in- 
Iterests  of  all  mankind. 

Judge  Groascup,  of  the  United  States  Federal  Court,  giv- 
ing a  decision  in  a  case  (88  Fed.,  868)  relating  to  the  legiti- 
mate established  boards  of  trade,  said: 
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''They  balance  like  the  governor  of  an  engine  the  other- 
wise erratic  course  of  prices.  They  focus  intelligence  from 
all  lands  and  the  prospects  for  the  whole  year  by  bringing 
together  minds  trained  to  weigh  such  intelligence  and  to  fore- 
cast the  prospects.  They  tend  to  steady  the  markets  more 
nearly  to  their  right  level  than  if  left  to  chance  and  unhin- 
dered manipulation." 

Were  it  not  for  the  legitimate  grain  exchangee  conditions 
governing  the  buying  and  selling  of  grain  would  be  similar 
to  those  deplorable  conditions  which  exist  in  the  marketing 
of  fruits,  vegetables,  etc.,  at  so  many  large  centers  and  which 
are  so  costly  to  the  producer,  being  conducive  to  waste  and 
dishonesty.  A  farmer  sending  such  products  to  market  has 
no  idea  what  his  returns  will  be  until  his  goods  are  sold,  and 
he  is  subject  to  many  adverse  conditions  which  the  system 
in  vogue  of  marketing  these  products  promotes  rather  than 
prevents.  Now,  in  contrast,  just  consider  the  methods  now 
in  vogue  of  marketing  grain  which  enables  the  farmer  to  tell 
within  one  cent  per  bushel  of  what  he  can  obtain  for  his 
grain;  thereby  enabling  him  to  sell  at  the  most  advantageous 
time. 

On  the  other  hand,  look  at  the  pernicious  system  which 
now  prevails  in  the  purchase  and  sale  of  tobacco.     Such 
conditions  would  not  be  possible  with  the  customs  prevail- 
ing on  the  boards  of  trade  in  the  buying,  selling  and  handling 
of  cereals  as  described  herein.    It  is,  therefore,  very  un- 
fortunate for  the  tobacco  grower  that  there  are  not  excbanges_ 
where  tobacco  could  be  bought  and  sold  for  future  delivery,  ' 
and  the  establishment  of  such  exchanges  should  begin  aT 
once.     The  tobacco  trust  would  then  be  compelled  to  loosen 
its  grip  on  the  throat  of  the  growers_and  consumors.     Only 
recently  the  papers  were  full  of  an  account  of  the  burning 
of  the  great  tobacco  warehouses  in  ITopkinsvillo  and  Eus- 
sell,  Kentucky,  on  account  of  the  avarice  of  the  handful  of 
men  who  control  the  tobacco  industry  and  for  which  the 
existing  ruinous  syvStem  is  responsible. 

Turn  again  to  the  great  grain  exchanges  of  the  country, 
where  at  any  hour  an  established  price  exists  for  all  the 
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commodities  in  which  they  deal,  enabling  purchases  or  sales 
at  a  known  figure,  from  any  distance,  without  the  necessity 
of  personal  presence  or  the  great  expense  of  intennediate  ex- 
amination of  samples,  stipulations  as  to  conditions,  and  all 
the  other  ordinaiy  negotiations  attendant  upon  the  buying 
or  selling  of  the  thousand  articles  of  daily  commerce.  Im- 
agine the  huge  cost  of  handling  our  cereal  crop  if  it  had  to 
be  bought  and  sold  as  are  dry  goods,  or  clothing,  or  groceries, 
or  manufactured  articles!  Conceive  the  delays,  the  vexa- 
tions and  the  losses  attendant  upon  any  method  less  systema- 
tized than  the  one  now  enjoyed. 

Now,  the  criticism  is  sometimes  advanced  that  the  opera- 
tion of  the  grain  exchanges  are  immoderately  speculative, 
and  therefore  injuiious.  It  may  be  answered  that  while  such 
an  overtrading  on  the  amount  of  actual  product  handled  is 
undoubtedly  gi'eat,  necessity  demands  that  such  speculative 
activity  exist.  In  the  few  months  succeeding  the  grain  har- 
vest the  country  sends  to  market  the  requirementis  of  con- 
sumption for  a  long  period;  an  enormous  surplus  is  stored 
in  sight.  Somebody  must  carry  this  load.  Two  classes  do 
this:  First,  the  farmers  cany  a  large  part  of  the  crop  for 
varying  periods;  second,  the  skilled  judges  of  values  on 
the  various  exchanges  and  their  following  carry  that  part 
which  the  farmers  do  not  choose  to  hold.  If  such  a  custom 
did  not  exist  we  would  be  confronted  annually  with  two 
hurtful  extremes  of  value.  First,  immediately  succeeding 
the  liarvest,  prices  would,  in  the  face  of  a  present  oversup- 
ply,  fall  to  values  below  the  cost  of  profitable  production; 
later  on,  however  just  before  the  following  han^est,  supplies 
would  be  exhausted;  an  eager  consumptive  demand  would 
then  find  no  adequate  supply  and  as  a  result  values  would 
leap  upward  to  figures  distressing  to  the  poor  and  burden- 
some to  the  rich.  Consequently,  speculation,  merely  another 
name  for  the  act  of  adjusting  supplies  to  requirements,  grad- 
ually bringing  prices,  as  it  does,  from  one  condition  to  meet 
another,  is  of  the  utmost  importance.  Speculation  then  is  a 
natural  and  legitimate  outgrowth  of  the  great  system  that 
has  been  perfected  for  the  marketing  of  our  crops.     It  is  a 
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moderator,  checking  the  greed  of  holders  and  placing  a  firm 
hand  of  restraint  upon  the  exactions  of  buyers.  It  broadens 
the  market;  it  makes  world  conditions  the  measure  of  values. 
It  preserves  an  equilibrium  that  could  be  maintained  through 
no  other  agency,  and  as  carried  on  under  the  legal  restric- 
tions and  judicious  regulations  of  the  great  exchanges,  it  is 
a  factor  conducive  to  the  general  welfare. 

That  the  grain  exchanges  and  the  system  of  buying  and 
selling  grain  for  future  delivery  is  a  benefit  to  the  farmer, 
the  grain  buyer,  the  miller,  the  exporter  and  the  entire^comr 
munity  is  abundantly  proven  by  the  following;  t^electioiis.: 

A  writer  recently,  in  referring  to  the  matter,  said : 

''The  United  States  is  the  greatest  surplus  producing 
wheat,  corn  and  oats  country  in  the  world.  The  bulk  of  the 
marketable  portion  of  these  vast  crops  is  sold  by  the  farmers 
within  a  comparatively  short  j^eriod  after  harvest,  and  is 
bought  by  the  wareliousemen  (big  and  little)  and  stored  in 
elevators  at  terminal  markets  or  in  country  warehouses  and 
cribs  along  the  lines  of  various  railways,  pending  the  time 
it  will  be  needed  for  consumption  or  export.  Thesa  initial 
buyers,  however,  rarely  want  to  own  the  property  outright, 
but  make  a  practice  of  selling  it  as  purchased  from  day  to 
day  for  future  delivery  on  a  Board  of  Trade  or  some  com- 
mercial exchangas.  As  stocks  accumulate,  the  volume  of 
these  sales  reaches  enormous  proportions,  and  right  here 
speculation  performs  its  part  by  providing  buyers,  and,  ac- 
cording to  the  number  of  buyers  in  the  market  and  the  com- 
petition between  them,  values  are  determined.  An  order 
to  buy  sent  to  a  member  of  any  commercial  exchange  at  once 
becomes  a  factor  in  the  market— a  price  maker.  The  broker 
goes  upon  the  exchange  and  seeks  a  seller,  mind  meets  mind, 
a  contract  is  made,  enforceable  under  the  law,  just  as  bona 
fide  a  transaction  as  buying  a  carload  of  lumber.  And  upon 
the  volume  of  this  class  of  buying  depends  the  price,  more 
than  upon  actual  supply  and  demand  conditions,  at  least  ten| 
months  out  of  twelve. ' ' 

"The  grain  exchange,  therefore,  is  a  huge  piece  of  time 
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and  labor  saving  machinery.    Its  benefits  are  universal  in 
their  spread." 

The  Industrial  Commission  appointed  by  the  government 
in  1898  to  investigate  the  effect  of  speculation  on  the  value 
of  fa  I'm  products,  Senator  Kyle,  Chairman,  reported  in  part 
as  follows: 

'*If  the  risks  of  distribution  fell  upon  the  farmer,  it  vrouW 
increase  materially  the  risks  of  capital  required  and  thus 
raise  the  rate  of  interest  he  should  have  to  pay  as  producer, 
because  increased  risks  always  raise  the  rate  of  interest." 

* '  Speculative  dealings  in  farm  products  have  three  things 
to  consider:  concentration  and  distribution  of  surplus  crops 
at  right  times  and  places,  and  the  formation  of  a  business 
judgment  based  on  a  ratio  of  the  visible  supply  to  the  world's 
grain  and  cotton,  for  example,  to  the  customary  demand  of 
its  consuming  communities.  The  scope  of  this  task  of  form- 
iDg_a  judgment  upon  world-wide  conditions,  and  forming^ it 
accurately  enough  .to.  stake  millions  of  capital  upon  it^  is^ 
perhaj)s  the  heaviest  hazard  on  our  whole  modern  economic 
organization  of  society.  But^  some  class  of  investors  must 
do  it,  or  the  consumers  must  pay  a  higher  price  for  their 
;^oduce  and  producers  must  be  .content  to  enter  the  market 
with  fewer  competitors,  ready  to  buy  and  cany  their^sJii:- 
plus.  Producers  and  consumers  together,  without  the  specu- 
lative mechanism  at  work,  would  have  to  divide  the  risks  of 
distribution  between  them.  Neither  of  these  interests  is 
prepared  to  do  this.  Sound  commercial  policy  is  jfche  best 
served  by  a  rational  division  of  distributive  labor^  in_which 
economic  freedom  and  economic  resporksibility  are  equally 
respected.  The  economic  services  of  speculative  agencies 
ngaged  in  distributing  farm  products  are  threefold. 

*1.  They  localize  industrial  risks  among  a  commercial 
class  whose  special  function  is  to  distribute  surplus  supplies 
over  deficit  times  and  places  in  such  a  way  as  to  lessen  the 
uncertainty  of  producers  and  consumers. 

"2.  They  relieve  producers  and  consumers  from  car- 
rying a  whole  year's  stock,  enabling  the  fanner  to  convert 
his  crop  promptly  into  cash  capital  and  the  latter  to  supply 
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himself  as  his  periodical  needs  may  require  without  enhanc- 
ing prices  beyond  the  original  rate  of  risks  and  returns  of 
such  capital  investments. 

''3.  Competition  of  specuhitive  traders  tends  more  than 
any  other  force  to  reduce  profits  of  these  agencies  to  a  mini- 
mum per  unit  of  commodity  handled.  Eeleased  from  their 
economic  functions;  it  is  to  their  interest  to  seek  to  reduce 
the  risks  of  distribution  to  a  minimum.  By  expert  acquaint- 
ance w'itli  the  conditions  that  involve  risks,  the  hazardous 
elements  are  gradually  limited,  if  not  entirely  eliminated." 

GERMANY'S  EXPEEIENCE. 

A  writer  in  the  Century  Magazine  of  September,  1903, 
describes  in  the  following  words  the  evils  resulting  from  an 
attempt  made  i"  (^ormnny  in  prohibit  tliP  buying  nnrl  rolling 
of  grain  for  future  delivery : 

*  *  The  Bourse  law  of  June,  1896,  is  certainly  the  most  re- 
markable attempt  in  the  memory  of  the  present  generation 
to  repress  speculation  by  legislative  enactment.  It  boldly 
undertakes  tasks  which  had  been  found  impossible  and  had 
long  been  discarded  in  other  countries  as  chimerical.  The 
law  is  quite  in  lino  with  the  paternal  theory  of  government 
extensively  applied  in  Gennany.  It  sets  for  itself  the  praise- 
worthy tnsk  of  helping  the  weak  and  foolish.  It  will  pro- 
tect the  'outsider'  from  dabbling  in  stocks.  It  aims  to  hedge 
off  the  professionals  by  themselves  and  to  let  them  work  out 
their  own  ])erdition.  It  will  r;ave  the  toiling  farmers  from 
*]ia})er  wheat.'  All  these  millennial  things  by  a  vote  of  Par- 
liament. 

*'The  chief  provisions  of  the  law  for  attaining  these  ends 
are  the  following:  *  *  *  thirdly,  the  abolition  of  buying 
and  selling  agricultural  produce  for  future  delivery. 

"The  abolition  of  time  sales  of  grain  and  other  agricul- 
tural product  was  also  against  the  will  of  the  government, 
which  clearly  recognized  the  economic  advantages  of  these 
transactions.  It  will  interest  the  American  reader  to  learn 
that  the  arguments  made  to  our  Congress  against  buying  and 
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Belling  grain  for  future  delivery  were  extensively  cited  in 
the  Reichstag  by  the  Agrarians  for  suppressing  them  in  Ger- 
many. Notwithstanding  the  resistance  of  the\  government, 
the  amendment  embodying  the  prohibition  was  voted  by  an 
enormous  majority  (204  against  39) ;  and  so  the  German 
farmer  got  what  American  farmers  formerly  demanded  as 
the  greatest  possible  boon  that  Congress  could  bestow  upon 
them.  It  is  therefore  important  for  our  farmers  to  note  the 
sequel.     *     *     * 

*  *  From  the  moment  that  the  produce  section  of  the  Bourse 
quit  their  old  quarters  there  was  an  interregnum  in  the  grain 
trade  of  the  country ;  the  modem  method  of  produce  dealing 
was  virtually  abolished.  What  was  the  result?  The  'Eldest 
of  the  Merchants'  say  in  their  report  for  1900:  'At  nearly 
every  one  of  our  meetings  at  the  beginning  of  the  Bourse 
interregnum  we  had  to  answer  inquiries  from  the  commis- 
sary departments  of  army  and  navy,  from  railway  manage- 
ments, municipal  administrations,  statistical  offices,  etc.,  for 
trustworthy  grain  prices,  but  we  were  only  able  to  answer 
that  we  did  not  know.'  The  report  goes  on  to  show  that  the 
only  persons  getting  any  advantage  from  the  extinction  of 
the  Produce  Bourse  were  the  provincial  dealers,  who  charged 
higher  premiums  for  their  increased  risks  growing  out  of 
the  lack  of  Berlin  quotations.  In  other  words,  they  paid 
less  to  the  farmers  and  asked  higher  prices  from  the  millers. 

''The  government  at  once  recognized  the  disadvantages 
arising  for  all  business  interests  through  the  lack  of  a  pro- 
duce exchange  with  universally  accepted  quotations  for  grain. 
Hence  the  Minister  of  Commerce  opened  negotiations  with 
the  seceded  brokers  several  months  after  the  dissolution  of 
their  organization  looking  toward  re-establishing  it.  These 
negotiations  were  continued  for  nearly  three  years  before  all 
parties  were  ready  to  bury  the  hatchet,  which  was  done  in 
January,  1900.  *  *  *  Even  the  Agrarians  had  come  to 
recognize  the  necessity  of  a  produce  exchange,  for  they  had 
bitterly  felt  the  lack  of  authoritative  quotations.  True,  they 
still  had  the  liberty  to  sell  their  crops  in  advance  of  delivery ; 
but  they  found  that  they  were  unable  to  do  this  advantag- 
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eously  without  quotations  recognized  by  all  interests,  and 
without  some  board  of  appeal  for  settling  disagreements  as 
to  grading.     *     *     ♦ 

"The  Produce  Bourse  teas  accordingly  reopened  on  April 
2,  1900.  The  government  conceded  to  the  dealers  the  right 
to  resume  buying  and  selling  for  future  delivery  and  to  pub- 
lish time  quotations. 

' '  Such  are  the  main  features  of  Germany 's  recent  Bourse 
legislation.     A\Tiat  has  been  the  result? 

*'One  of  the  capital  aims  of  the  Bourse  law  was  to  re- 
strict speculation,  but  at  no  point  has  it  more  thoroughly 
disappointed  its  authors.  *  *  *  Xothing  can  be  clearer 
than  the  complete  failure  of  the  law  to  diminish  speculative 
ventures,  and  never  was  the  outsider  so  active  and  so  fully 
in  control  of  the  Berlin  market  as  in  the  years  immediately 
following  its  enactment. 

**The  moral  effects  of  the  law  have  been  extremely  bad. 

'  *  The  abolition  of  buying  and  selling  grain  or  produce  for 
future  delivery  has  been  equally  disappointing.  The  posi- 
tion of  Berlin  as  a  grain  market  has  been  seriously  shal^en. 
During  the  last  few  years  the  papers  have  frequently  printed 
comparative  quotations  in  the  leading  central  markets 
which  prove  that  German  prices  have  become  sluggish  in 
responding  to  upward  movements  abroad,  and  that  therefore 
Gennan  farmers  are  failing  to  get  as  quick  an  advantage 
from  rising  prices  as  those  of  other  lands." 

**The  Board  of  Trade  perfonns  a  most  imix)rtant  func- 
tion in  the  internal  commerce  of  this  country. ' ' 

Judge  Hook,  United  States  Circuit  Court. 


SECTION  4 
Speech  in  the  U.  S.  Senate 

By  Sena/or   Vest 

Extracts   from  Senator   Vestas  Speech   before   the   United 

States  Senate  in  1892  relative  to  the  Washburn  Bill:  a 

measure  that  uas  intended  to  prohibit  the  buying  and 

selling  of  grain  and  pork  products  for  future  delivery. 

I  have  earnestly  endeavored  to  persuade  myself  that  the 
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path  of  duty  lay  in  the  direction  of  supporting  the  pending 
bill.  I  have  examined  it  very  thoroughly  again  and  again, 
and  I  have  been  unable  to  come  to  any  other  conclusion  than 
that  this  measure  is  one  of  the  most  pernicious  which  has 
come  before  the  Congress  of  ih&  United  States  during  my 
fourteen  years  of  pubUc  service.  Speaking  from  my  own 
standpoint,  and  for  myself  alone,  I  would  be  comjielled  to 
give  up  every  conviction  I  entertain  as  to  the  structure  of 
our  government  before  I  could  give  my  sanction  to  this  bill. 
I  know  the  aggressive  and  almost  overwhelming  public 
sentiment  in  certain  portions  of  the  countrj^  is  in  its  favor. 
I  know  that  explanation  will  be  required  in  every  farming 
community,  why  opposition  is  made,  but  I  would  rather  ex- 
plain my  vote  in  every  township  of  Missouri  from  now  until 
the  November  election  than  to  put  myself  on  record  in  favor 
of  a  bill  about  the  unconstitutionality  and  the  vicious  tend- 
ency of  which  I  have  not  the  slightest  doubt. 

Now,  Mr.  President,  what  is  at  the  bottom  of  this  whole 
bill?  Legislation  for  the  benefit  of  the  class.  TMio  is  here 
aiding  in  its  passage!  AMio  employs  these  lawyers  to  ap- 
pear here  and  make  learned  arguments  before  Committees 
of  the  House  and  Senate  in  favor  of  this  bill?  Who  has 
deluged  us  with  petitions  through  the  mails  to  pass  this  bill 
in  the  interest  of  the  fanner— the  down-trodden  and  op- 
pressed farmer?  AMio  has  done  it!  The  agent  of  tlus 
great  milling  s^^ndicate,  Mr.  PilLsbury,  who  testified  l^eiore 
the  Committee  that  dealing  in  options  decreases  the  price  of 
wheat  to  the  producers  of  the  country ;  Mr.  John  Whittaker, 
a  pork  packer  of  St.  Louis,  one  of  my  constituents,  who 
has,  of  course,  endeavored  in  the  course  of  trade  to  put  down 
the  price  of  hogs  because  he  is  a  pork  packer  and  wants  to  get 
his  raw  material  as  cheap  as  possible.  AVhon  did  this  new 
burning  love  for  the  farmer  break  out  in  the  breasts  of  these 
gentlemen?  Is  it  not  the  interest  of  ^Ir.  Pillsbury,  repre- 
senting three  hundred  mills  and  elevators  in  the  Dakotas  and 
Minnesota,  w^iieli  belong  to  Englishmen,  to  put  the  price  of 
wheat  down  to  the  lowest  possible  point?  Is  not  wheat  his 
raw  material?    Is  not  that  the  exact  case  with  Mr.  Whittaker 
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and  other  pork  j^ackers?  Do  tliey  not  want  to  put  down  the 
price  of  their  raw  material,  and  the  cheaper  hogs  are,  the 
more  money  can  be  put  into  their  pockets. 

I  do  not  pro^Dose  to  go  into  the  immense  amount  of  testi- 
mony which  simply  amounts  to  opinion  as  to  what  would  be 
the  effect  of  this  bill.  I  might  stop  my  argument  simply 
with  the  declaration  that  I  believe  this  bill  violates  the  spirit 
and  letter  of  the  constitution,  but  it  is  not  a  question  as  to 
the  effect  of  this  measure.  We  are  told  that  speculative  mar- 
kets put  down  the  price  of  the  farmers'  product.  Tlie  over- 
whelming mass  of  testimony  from  men  engaged  most  largely 
in  mercantile  aud  commercial  pursuits  is  against  that  state- 
ment. The  experience  of  men  who,  like  myself  are  not  ex- 
perts, is  against  it. 

I  afSrm  that  the  same  principle  applies  to  stocks  as  to 
grain  and  other  commodities,  that  speculative  markets  make 
higher  prices  for  future  sales ;  whereas  when  the  stock  mar- 
ket in  New  York  is  down,  as  it  is  now,  as  a  matter  of  course, 
prices  fall.  When  there  is  speculation,  when  men  are  most 
anxious  to  become  rich  suddenly,  then  prices  go  up  because 
transactions  multiply.  How  often  have  we  heard  it  said 
that  hard  times  make  a  rich  hai'vest  for  lawyers.  A  greater 
fallacy  was  never  exploded.  Lawyers  make  nothing,  com- 
paratively, in  hard  times.  In  commerce,  where  trade  is  life, 
when  men  are  hunting  speeuhition  and  investment,  then  law- 
yers, like  every  other  portion  of  the  body  politic,  thrive  and 
prosper. 

No  Senator,  of  course,  is  here  to  advocate  gambling;  no 
Senator  is  here  to  say  that  puts  and  calls,  where  the  article 
is  nev€r  to  be  delivered,  constitute  legitimate  commerce;  no 
court  in  this  country  has  ever  given  its  sanction  to  any  such 
transaction ;  but  when  we  are  told  that  because  1,000  bushels 
of  wheat  pass  tlirough  fifty  hands  in  a  single  day,  it  con- 
stitutes a  crime.  I  am  not  ijre|)arod  for  the  conclusion.  You 
can  just  as  well  say  that  the  $L^)O,O0O,0r)0  or  $200,000,000 
that  pass  through  the  New  York  Clearing  House  every  day 
shows  that  the  bankers  in  New  York  are  engaged  in  whole- 
sale gambling.     You  can  as  well  say  that  the  whole  country 
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today  is  engaged  in  gambling.  Does  actual  money  always 
pass  from  hand  to  hand  in  the  transaction  of  business 
amongst  the  people  of  the  United  States,  even  outside  of 
cities?  AVho  does  not  know  that  but  a  small  portion  of  the 
business  of  this  country  is  transacted  for  cash?  Who  does 
not  know  that  our  foreign  business  is  not  transacted  with 
money?  There  is  not  gold  and  silver  enough  in  the  world 
to  carry  on  our  foreign  commerce.  It  is  done  through  bills 
of  exchange  and  letters  of  credit.  The  shipper  or  exporter 
who  carries  the  grain  of  my  constituents  abroad,  sells  it  and 
brings  back  manufactured  goods  which  he  has  bought  with 
the  proceeds  of  the  grain.  He  has  a  letter  of  credit  based 
upon  warehouse  receipts,  and  no  paper  or  metallic  money 
passes  between  the  parties.  When  we  trade  with  South 
America,  we  send  our  agricultural  implements  and  now  and 
then  a  steam  engine  that  has  been  manufactured  here.  AVhat 
do  we  receive  in  return?  We  receive  coffee  and  we  pay  for 
it,  when  we  cannot  pay  for  it  in  goods  manufactured!  here 
and  shipped  there,  by  letters  of  credit  on  Europe  which  we 
have  obtained  for  the  sale  of  our  agricultural  products  there. 

"W^iat  would  be  thought  of  that  statesman  who  would 
stand  here  and  say  that  the  New  York  Commerce  Exchange 
or  Board  of  Trade  is  a  gambling  institution,  because  there 
is  no  actual  payment  of  money  from  day  to  day?  The  presi- 
dent of  that  exchange,  before  the  House  Committee,  said  that 
8,000  bushels  of  wheat  very  often  supplied  fifty  transactions 
and  legitimately.  Who  is  there  that  would  dare  to  say 
that  in  the  mercantile  exchanges  of  this  country  they  are 
not  required  to  deliver  for  future  sales?  In  New  York,  St. 
Louis,  Cincinnati  and  Chicago  the  rules  of  the  exchanges 
require  that  the  buyer  shall  have  the  right  to  demand  the 
article  sold  whenever  he  pleases.  If  a  dealer  there  sells 
5,000  bushels  of  May  wheat,  the  purchaser  can  demand  the 
delivery  of  the  actual  article,  and  it  is  bound  to  be  delivered. 

Now,  Mr.  President,  there  are  some  witnesses  who  are 
worthy  of  credit  and  yet  opposed  to  this  bill.  I  think  one 
of  our  members  is  entitled  to  be  heard.  I  refer  to  the  Hon. 
I^Iichael  D.  Harter  from  the  Fifteenth  Ohio  district,  a  mem- 
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ber  of  the  House.  This  gentleman  is  a  practical  miller  and 
farmer,  and  I  take  it,  is  a  credible  witness,  otherwise  the 
people  of  the  Fifteenth  Ohio  district  would  not  have  put  him 
where  he  is.  He  is  a  large  miller  and  here  is  his  testimony 
on  the  subject: 

''Speculative  prices  simply  determine  the  future  values 
of  wheat,  in  which  the  fanner  has  no  direct  interest,  and  yet 
even  here  speculative  values  disprove  the  claims  made  by  the 
authors  of  this  bill,  for  every  year  at  the  season  when  the 
farmer  is  marketing  his  wheat  in  large  quantities  all  future 
or  speculative  values  are  higher  relatively  than  the  cash 
value  of  wheat,  which  is  always  controlled  by  actual  pur- 
chase and  sale  of  the  article  itself.  Of  course  high  specula- 
tive future  values  at  this  season  of  the  year  are  always  cal- 
culated to  advance  the  cash  or  farmers'  prices  for  wheat. 
Let  me  illustrate  this:— 

At  one  mill  where  I  am  interested,  we  are  not  only  large 
buyers  of  wheat,  but  have  great  storage  capacity,  and  this 
coming  harvest  we  shall  put  into  our  warehouse  about  600,- 
000  bushels  of  wheat.  If  the  price  were  to  advance  before 
it  were  ground  into  flour  10  cents  a  bushel,  it  would  make 
us  $60,000,  but  if  it  declined  10  cents  per  bushel,  we  would 
lose  $60,000.  Not  being  speculators,  knowing  that  %vheat 
speculation  in  the  end  results  disastrously  to  most  of  the 
people  who  engage  in  it,  we  should  be  unwilling  to  buy  such 
a  vast  quantity  of  wheat  if  we  were  not  able  to  sell  the  figures 
against  it  and  thus  protect  ourselves  against  loss  on  our 
transaction.  Therefore,  if  we  had  no  future  market  in  which 
we  could  sell  this  wheat,  we  should  buy  very  much  less  of 
it  and  should  not  be  able  to  pay  the  farmer  within  10  cents 
per  bushel  as  much  as  we  pay  him  now,  because  we  would 
have  to  have  that  additional  margin  to  insure  us  against  fluc- 
tuations in  the  market. 

What  ia  true  of  us  is  equally  true  in  varv'ing  degrees  of 
every  miller,  warehouseman  and  exporter  in  the  United 
States,  so  that  the  passage  of  the  Hatch  bill  would  in  the  end 
surely  reduce  the  number  of  buyers  of  cash  wheat  from  the 
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farmer,  and  put  down  the  price  of  the  wheat  that  he  had  to 
sell. 

But  I  want  now  to  prove  still  more  clearly  that  so  far 
as  dealing  in  figures  has  any  influence  upon  the  price  of 
wheat,  it  is  to  advance  it,  and  as  I  have  said,  it  is  the  specu- 
lative dealing  in  wheat  that  fixes  the  price  of  future  wheat. 
I  now  want  to  show  by  a  practical  illustration,  how  it  is  di- 
rectly to  the  advantage  of  the  farmer  that  this  speculation 
should  continue.    But  here  is  the  illustration: 

Suppose  we  buy  600,000  bushels  of  wheat  in  August,  Sep- 
tember and  October.  We  find  ourselves,  under  the  present 
system,  able  to  sell  May  wheat  futures  against  all  of  it  at 
an  average  of  from  10  to  12  cents  per  bushel  above  the  cash 
l^rices,  let  us  say  at  only  10  cents.  Now,  remember  that  the 
cash  price  is  the  actual  transaction  price,  the  May  price  be- 
ing the  speculative  future  or  option  price.  You  will  at  once 
see  the  margin  the  transaction  gives  us.  We  have  to  hold 
the  cash  wheat  for  eight  months.  If  we  pay  80  cents  per 
bushel  for  it  and  sell  it  for  May  delivery  at  90  cents,  we  are 
obliged  to  lose  the  interest  for  eight  months  at  6  per  cent. 
This  cost  us  3.2  cents  per  bushel.  Insurance  and  other 
charges  and  expenses  cost  us  less  than  1.8  cents,  so  that  the 
total  expense  to  us  is  not  over  5  cents  per  bushel  for  cariying 
the  wheat  until  May;  from  which  you  see  that  the  specula- 
tive price  of  wheat,  which  this  Hatch  bill  seeks  to  destroy, 
is  really  5  cents  at  the  season  of  the  year  when  the  farmer 
is  deeply  interested,  above  the  cash  or  actual  transaction 
price  which  the  Hatch  bill  seeks  to  make  the  price  for  all 
the  wheat  which  the  farmer  sells.  The  farmer  ought  to  see 
at  once,  therefore,  that  so  far  as  Speculation  in  wheat  affects 
him,  it  is  altogether  in  his  favor  from  every  point  of  view, 
and  constantly  tends  to  advance  the  price  which  the  buyer 
can  afford  to  pay  and  it  is  a  mistake  for  any  man  to  argue 
othei'wise. ' ' 

I  give  that  testimony  from  a  member  of  Congress  who  is 
a  practical  miller,  largely  interested  in  mills,  and  from  an 
agricultural  district.  He  states  this  as  a  result  of  his  per- 
sonal experience. 
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I  am  simply  meeting  the  proposition  that  dealing  in  op- 
tions and  futures,  contracts  and  limits  commerce  with  for- 
eign nations  and  among  the  states.  If  it  is  admitted  that  Mr. 
Harter  was  coiTect  in  saying  he  would  not  have  bought  600,- 
000  bushels  but  for  the  future,  as  a  matter  of  course  all  I 
liave  said  is  proved  by  his  statement.  It  adds  to  the  volume 
of  commerce  instead  of  restricting  it.  As  to  the  risk  itself, 
my  opinion  is  that  men  will  go  on  taking  that  risk  until  the 
world  is  wrapped  in  millennial  glory  and  then  you  will  find 
some  men  betting  that  the  millennial  is  to  cease  the  next  day. 
You  cannot  eliminate  this  spirit  of  venture  and  enterprise 
and  gambling  if  you  choose,  especially  among  the  people  like 
those  of  the  United  States.  You  must  remake  them  all  over 
from  top  to  botom,  from  the  inside  to  the  outside. 

In  1610  this  legislation  wais  tried  in  Holland.  That  na- 
tion of  merchants  found  it  an  absolute  failure.  They  found 
out  what  they  ought  to  have  known  long  before  they  tried 
experimenting,  that  no  statute  can  destroy  the  irresistible 
laws  of  commerce. 

It  was  tried  in  1734  in  Great  Britain,  our  great  com- 
mercial rival,  the  mistress  of  the  sea,  in  Sir  John  Barnard's 
bill  against  options.  Some  of  the  sections  of  that  bill  are 
almost  identical  with  the  provisions  of  the  pending  measure. 
For  125  years  that  statute  remained  upon  the  British  statute 
books  a  dead  letter.  No  man  ever  availed  himself  of  it, 
except  to  evade  a  contract,  and  no  man  ever  thought  of  go- 
ing into  court  to  enforce  it  against  anybody  except  to  get 
rid  of  a  bad  bargain. 

In  1812  New  York  adopted  the  same  sort  of  an  anti-op- 
tion bill  as  proposed  here  now.  That  act  was  repealed  in 
1858,  and  yet  in  all  the  intervening  time  the  merchants  and 
dealers  were  interested  in  future  sales  amounting  to  many 
millions,  l)otli  upon  tlie  stock  exchange  and  the  produce  ex- 
change of  the  great  city  of  New  York. 

Now,  ^[r.  Prasident,  what  will  be  the  inevitable  result  of 
this  bill  if  you  pass  it  I  You  will  drive  all  trading  in  futures 
out  of  this  country  and  into  foreign  countries.  Yon  will 
drive  it  to  Canada,  Great  Britain,  Belgium  and  France.     Do 
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you  suppose  that  the  Congress  of  the  United  States  can  make 
a  statute  that  will  keep  your  wheat  from'  going  to  Europe 
and  being  gambled  on  there?  What  makes  the  price  of 
iVmerican  wheat  today?  The  Liverpool  market.  What 
makes  the  price  of  your  corn?     The  European  market. 

The  only  competition  that  the  millers  and  the  pork  pack- 
ers now  have  is  in  the  exchanges  and  the  commission  mer- 
chants who  are  buying  largely  for  future  delivery.  There  is 
hardly  a  bushel  of  wheat  that  goes  into  the  City  of  New 
York  that  is  not  sold  there  '*on  arrival,"  that  is  to  say,  it 
is  purchased  in  the  country  to  be  delivered  in  the  city  of  New 
York  at  some  future  time  at  prices  then  prevailing. 


SECTION  5 
Speech  in  the  U.  S.  Senate 

By  Senator  Orville  H.  Piatt 

Extracts  from  speech  delivered  by  Senator  Orville  H.  Piatt 
of  Connecticut  before  the  United  States  Senate  in  Feb- 
ruary, 1893,  with  reference  to  the  Washburn  Bill,  then 
under  consideration,  uhich  measure  uas  intended  to 
prohibit  time  dealings  in  grain  and  pork  products. 

I  believe  the  principle  which  is  contended  for  by  the  advo- 
cates of  this  bill  is  the  most  dangerous  prin,ciple  to  the  re- 
public and  to  the  states  which  within  my  experience  in  the 
Senate  has  ever  been  announced.  I  will  go  further,  I  be- 
lieve if  the  principle  announced  here  is  adopted  and  sus- 
tained by  the  Supreme  Court,  from  that  day  we  may  date  the 
decline  and  ruin  of  the  republic. 

There  is  another  reason  why  I  am  tempted  to  make  a  few 
obser\^ations  upon  this  bill.  I  have  received  a  telegram  from 
Connecticut  in  the  following  words : 

''The  anti-option  bill  now  pending  in  the  United  States 
Senate  will,  if  it  becomes  a  law,  tend  to  greatly  advance  the 
agriculture  and  legitimate  business  interests  of  our  country 
by  preventing  speculations  and  gambling  in  the  staple  prod- 
ucts of  life.    Therefore, 
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''Resolved,  that  the  Connecticut  fanners,  in  convention 
assembled,  earnestly  desiring  the  enactment  of  the  bill  into 
a  law,  request  of  Senators  Piatt  and  Hawley  that  they  sup- 
port this  bill  by  their  vote  and  influence. ' ' 

Mr.  President,  I  respect  the  farmers  of  the  State  of  Con- 
necticut. I  understand  this  resolution  was  passed,  not  with- 
out opposition,  however,  in  that  convention  and  that  many  of 
the  clearest  and  most  level-headed  of  the  farmers  of  Con- 
necticut ranged  themselves  in  opposition  to  it.  That  it  was 
passed  without  much  opportunity  for  discussion  and  that  as 
the  phrase  is,  it  was  ''railroaded"  through  the  convention. 
As  I  said,  however,  I  respect  the  farmers  of  the  State  of 
Connecticut.  I  raspect  them  too  much  to  believe  that  they 
expect  me  to  vote  for  a  measure  which  I  believe  to  be  in  vio- 
lation of  the  constitution  of  the  United  States,  in  subversion 
of  the  rights  of  the  states  and  for  a  principle  which,  if  car-^ 
ried  out  to  its  logical  conclusion  will  leave  us  without  self- 
governing  states.  I  have  that  confidence  in  the  fanners  of 
the  Stat^  of  Connecticut,  and,  therefore,  I  feel  it  my  duty 
to  tell  them,  as  well  as  the  Senate,  some  of  the  reasons  why 
I  shall  not  vote  for  this  bill.     *     *     * 

The  farmers  complain  that  dealers  in  options  and  futures 
improj^erly,  illegally,  if  you  please  immorally,  fix  the  price 
of  their  products.    I  do  not  believe  it.     *     *     * 

But  who  is  to  fix  the  price  of  the  productions  of  the  farm- 
ers if  this  bill  passes!  Have  they  thought  of  that?  Do 
they  not  understand,  with  the  present  power  of  concentration 
of  capital,  with  the  present  haste  to  make  riches,  that  the 
price  will  still  be  fixed  by  someone  else  and  not  by  them- 
selves? Has  it  ever  entered  their  minds  that  the  prices  here- 
after prevailing  for  those  agricultural  products  will  be  fixed 
in  the  matter  of  grain  by  the  millers  and  the  elevator  men 
and  the  commission  merchants.  Do  the  farmers  expect  that 
the  price  will  bo  fixed  by  the  millers  and  the  elevator  men 
and  the  railroad  and  commission  men  any  more  to  their  ad- 
vantage than  they  now  suppose  it  to  be  fixe<l  by  the  men 
who  deal  in  future  contracts? 

Mr.  President:     It  is  not  five  years'  time  since  the  farm- 
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ers  of  the  West  were  almost  on  the  point  of  open  resistance 
because  their  rights  were  not  respected  and  because  of  the 
wrongs  which  they  supposed  were  being  inflicted  upon  them 
by  the  elevator  men  of  the  A¥est.  Pass  this  bill  and  it  will 
not  be  five  years  more  before  they  will  believe  that  the  mil- 
lers and  the  elevator  men  of  the  West  are  unconscionably 
making  and  fixing  the  price  of  their  grain.  How  can  it  be 
otherwise  with  regard  to  all  crops  raised  by  the  farmers  of 
the  United  States,  three-fourths  of  which  must  be  sold  within 
ninety  days  from  the  time  they  are  harvested.  Who  is  to 
buy  except  the  men  who  by  the  consolidation  and  aggrega- 
tion of  capital  have  the  means  of  buying  that  immense  quan- 
tity which  is  not  required  for  immediate  consumption  ?  Do 
the  farmers  suppose  that  the  millers  and  elevator  men  will 
consult  them  as  to  what  the  price  shall  be!  Do  they  sup- 
pose when  the  millers  and  elevator  men  have  stored  their 
elevators  and  their  warehouses  full  and  have  all  they  want, 
they  will  not  say,  **we  do  not  want  to  buy?"  Then  with 
this  immense  quantity  coming  upon  the  market  how  is  the 
price  to  be  fixed  exceiDt  to  the  disadvantage  of  the  men  who 
produce  the  crops. 


SECTION  6 
Clipping  From  Atlantic  "Constitution" 

Please  Read  What  Southern  State  Legislation  Has  Done  for 
Cotton  Producers  by  Prohibiting  Legitimate  Trading  on 
Exchanges. 

Telegraphic  reports  record  another  bad  break  in  the  cot- 
ton market. 

When  cotton  sells  low,  every  industry— every  man,  wom- 
an and  child— in  the  south  pays  the  penalty. 

Shall  we  take  no  steps  to  put  a  stop  to  this  downward 
trend  of  cotton  that  is  putting  a  Imife  into  the  vit<als  of 
southern  industry? 

*'We  are  helpless!"  the  unthinking  farmer  and  business 
man  may  retort.    We  are  not  helpless,  unless  we  fail  to  apply 
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the  immutable  laws  of  cause  and  effect  to  this  problem  as 
to  every  other  problem  they  rule  in  the  universe;  and,  hav- 
ing located  the  cause,  remove  it,  along  with  the  effect  that 
otherwise  must  threaten  every  line  of  southern  business. 

Cotton  last  fall  was  selling  for  upward  of  13  cents;  to- 
day it  is  selling  for  downward  of  9  cents.  That  is  the  effect 
and  it  is  undeniable.  There  must  be  a  cause  for  so  disas- 
trous a  fluctuation. 

''The  present  financial  and  business  conditions  and  the 
recent  decline  in  cotton  have  not  been  at  all  surprising  to 
me,"  declared  Richard  H.  Edmonds,  most  eminent  student 
of  economic  affairs  in  the  south,  in  a  New  Orleans  interview 
published  elsewhere  in  The  Constitution.  "Last  summer,  I 
published  a  statement  to  the  effect  that  the  anti-corporation 
and  the  anti-railroad  legislation  and  the  effort  to  change  all 
trade  conditions  based  on  years  of  experience  which  was 
sweeping  over  the  south  would  not  only  affect  eveiy  busi- 
ness interest,  but  would  cost  the  cotton  planters  of  the  south 
at  least  $100,000,000  on  the  crop  of  1907-08.  That  predic- 
tion has  already  been  fulfilled.  It  did  not  require  any  great 
mental  ability,  or  any  gift  of  prophecy  to  know  that  its  ful- 
fillment was  inevitable." 

^[r.  Edmonds,  editor  of  The  Manufacturers  Record,  of 
Baltimore,  is  not  a  ''croaker"  a  "calamity  howler"  or  a 
' '  prophet  of  evil. ' '  He  is  simply  the  best-infonned  authority 
on  southern  industrial  affairs  in  the  United  States,  with 
the  brains  to  see  and  the  courage  and  patriotism  to  point 
out  the  causes  underlying  effects  that  need  no  description. 
He  is  not  willing  that  the  business  men,  the  most  substantial 
in  his  section,  shall  stay  blind  to  the  task  they  must  under- 
take to  restore  normal  conditions. 

Read  the  follownng  even  more  striking  diagnosis  he  gives 
of  the  condition  that  confronts  the  south : 

"We  are  paying  the  penalty  of  our  own  sins. 

"As  a  people  we  heeded  the  teachings  of  false  prophets, 
and  like  those  of  old  who  accepted  the  teachings  of  false 
prophets,  who  claimed  to  be  divinely  inspired,  but  proved 
not  to  be,  we  have  had  to  pay  the  penalty. 
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''The  penalty  has  been  one  aggregating  hundreds  of  mil- 
lions of  dollars  of  loss  to  the  south;  it  has  meant  the  im- 
poverishment of  thousands  who  are  without  employment, 
while  twelve  months  ago  there  was  more  work  to  be  done  than 
there  were  workers  to  do  it. ' ' 

With  analysis  clear  as  crystal  Mr.  Edmonds,  as  will  be 
seen  elsewhere,  tracks  his  subject  faithfully  to  each  one  of 
its  ramifying  details. 

He  points  out  that  English  and  American  capital  is  flow- 
ing, in  tremendous  volume,  into  faraway,  inaccessible  South 
America,  into  the  remotest  portions  of  the  Dominion  of 
Canada.  It  is  ignoring  the  south,  with  resources  offering 
vastly  larger  dividends,  quicker  dividends,  than  either  of 
these  two  former  locations. 

Fifteen  years  ago,  he  shows,  this  capital  was  besieging 
the  south  for  investment.  Today  the  south  is  besieging  and 
beseeching  it  to  come  within  our  borders,  where  it  is  so  badly 
needed;  and  in  vain! 

Why? 

The  answer  is  to  our  shame. 

''The  reason  for  this  change,"  declares  Mr.  Edmonds, 
"is  that  the  south  has  not  treated  capital  with  entire  fair- 
ness. The  wave  of  political  hysterics  which  has  swept  over 
the  south  has  made  the  moneyed  people  of  the  world  afraid 
to  invest  here,  and  so  we  are  not  getting  one  tithe  as  much 
of  outside  money  as  we  need  for  legitimate  development,  and 
which  we  could  readily  command  under  wiser  and  saner 
recognition  of  the  right  of  capital  to  thorough  protection." 

These  are  terrific  indictments  brought  against  the  sanity 
and  conservatism  and  the  justice  of  the  south,  by  a  man 
back  of  whose  word  stands  study,  poise,  calmness.  His  are 
deductions,  his  is  counsel  that  it  would  be  suicidal  to  belit- 
tle or  ignore. 

If  it  be  true,  as  he  charges,  that  we  have  of  our  own 
accord,  perhaps  in  the  heat  of  prejudice,  perhaps  in  the  over- 
zeal  of  righteousness,  penalized  the  capital  that  is  needed  in 
each  individual  line  of  business,  the  remedy  is  clear  as  day. 

It  lies  in  a  return  to  the  principles,  the  equity,  the  sanity, 
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the  consen^atism,  the  unbigoted  justice,  that  lorevailed  before, 
and  that  made  the  south  the  eagerly-sought  mecca  of  the 
capital  of  the  world. 

How  is  that  to  be  accomplished  I 

There  is  but  one  way.  By  putting  the  world  on  notice 
—in  a  manner  that  is  emphatic,  that  needs  no  elucidation, 
that  is  beyond  quibble  or  peradventure— that  the  south  is 
a  safe  and  i3rofitable  field  for  the  investment  of  capital ;  that 
we  have  done  with  hysteria  and  injustice  and  reckless  and 
destructive  agitation;  that  we  have  turned  our  faces  to  the 
light,  absolutely,  resolutely,  beyond  the  hazard  of  a  return 
to  foUy. 

Sanity,  justice,  conservatism! 

They  mean  a  settlement  into  the  normal  of  each  interre- 
lated business  factor. 

They  mean  such  regular  conditions  that  cotton  mills  will 
all  resume  full  time  to  supply  plentiful  customers,  and  that 
the  farmer,  with  the  world  for  his  market,  will  get  a  fair 
price  for  his  cotton. 

That  means,  in  turn,  that  every'  commercial  and  indus- 
trial interest  in  the  south  will  mount  again  with  cotton  pros- 
pering in  new  proportions. 

That  men  now  idle  will  work  for  their  old  or  better  wages. 

That  cajDital,  reassured,  will  pour  its  vitalizing  stream 
into  every  county  in  the  south,  bringing  that  prosperity  and 
development  we  have  unwittingly  turned  back  with  our  own 
hands. 

Are  sanity,  justice,  conservatism  too  high  a  price  to  pay 
for  our  birthright? 

SECTION  7 

Statement  Concerning  Bills  Introduced  in  U.  S.  Congress 

By  Hiram  N.    Sager 

Statement  of  Hiram  N.  Sager,  President  of  the  Chicago 
Board  of  Trade,  Concerning  the  Bills  Introduced  in  Con- 
gress Intended  to  control  and  Restrict  the  Sale  of  Grain, 

Provisions,  etc.,  for  Future  Delivery. 
The  proposed  laws,  if  passed,  will  make  it  a  crime  for 
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any  man  to  sell  or  offer  to  sell  grain,  provisions  or  cotton  for 
future  delivery  unless  he  has  at  the  time  the  grain,  provisions 
or  cotton  in  his  possession,  or  is  growing  it  on  his  farm  or 
plantation. 

Such  legislation  will  close  the  great  grain  and  cotton  ex- 
changes of  the  country,  will  drive  all  speculative  buying  and 
selling  to  the  European  Boards  of  Trade  and  will  deprive 
our  farmers,  live  stock  raisere  and  cotton  planters  of  the 
immense  advantages  of  the  broad,  open,  competitive  markets 
now  afforded  by  the  exchanges,  where  millers,  exporters, 
speculators  and  grain  shippers  are  all  bidding  against  each 
other.  If  trading  in  grain  for  future  delivery  is  abolished 
or  so  restricted  as  to  prevent  speculative  selling  and  buj^ng, 
the  grain  crops  of  the  country  will  then  be  sold  as  potatoes, 
hay,  apples  and  tobacco  now  are  sold. 

There  will  be  no  speculative  buyer  to  absorb  the  enor- 
mous quantities  of  grain  pressed  on  the  markets  after  har- 
vest and  carry  same  until  demand  has  overtaken  supply  and 
then  grain  like  hay  and  potatoes  will  sell  at  iniinous  prices 
when  freely  pressed  on  the  market.  The  miller  and  ex- 
porter will  have  the  farmer  at  their  mercy.  Why  are  the 
planters  of  the  South  today  setting  the  torch  to  barns  filled 
with  leaf-tobacco  and  destroying  countless  thousands  of 
value?  Because  the  open  competitive  tobacco  market  has 
been  destroyed.  They  are  at  the  mercy  of  the  Tobacco  Trust. 
The  grain  and  cotton  raisers  will  be  in  the  same  position  if 
these  bills  become  laws.  Germany  tried  it  in  1896.  The 
chief  provision  of  the  German  law  was  the  abolition  of  buy- 
ing and  selling  agricultural  produce  for  future  delivery. 

The  result  was  disastrous.  There  were  no  gi'ain  markets. 
The  produce  section  of  the  Bourse  was  abandoned.  There 
was  no  reliable  information  as  to  values  or  prices.  In  villages 
ten  miles  apart  the  price  would  vary  tremendously.  The 
seller  was  at  the  mercy  of  the  buyer  and  yet  the  buyer  was 
justified  in  exacting  an  enormous  margin  of  profit  as  he  as- 
sumed unusual  risks.  He  too  had  no  ready  market  to  sell 
in  or  reliable  quotations  to  guide  him.  The  entire  country 
suffered  severely,  all  business  was  affected,  particularly  the 
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farmers,  until  the  Minister  of  Commerce  opened  negotiations 
for  a  return  to  the  old  methods,  and  the  Produce  Bourse  was 
re-opened  in  April,  1900.  Can  we  not  profit  by  Germany's 
costly  experience? 

During  the  reign  of  Edward  VI  of  England  in  the  six- 
teenth century,  it  was  enacted  by  statutes  that  ''whosoever 
shall  buy  corn  or  grain  with  intent  to  sell  it  again  shall  be 
reputed  an  unlawful  engrosser  and  shall  for  the  first  fault 
suffer  two  months  imprisonment  and  forfeit  the  value  of  the 
corn ;  for  the  second  offense  suffer  six  months  imprisonment 
and  forfeit  double  the  value ;  and  for  the  third  be  set  in  the 
pillory  and  suffer  imprisonment  during  the  King's  pleasure 
and  forfeit  all  his  goods  and  chattels." 

As  late  as  the  year  1800,  a  man  by  the  name  of  Eusby  was 
indicted  under  the  common  law  of  England  and  convicted 
of  the  crime  of  regrating,  that  is,  selling  a  quantity  of  corn 
in  the  same  market  in  which  he  had  purchased  it,  at  an  ad- 
vance in  price.  Compare  the  above  absurd  efforts  of  the 
German  and  English  governments  to  restrict  speculative  deal- 
ing in  grain  with  the  deliberate  judgment  of  the  Supreme 
Court  of  the  United  States.  In  the  decision  of  May  8,  1905, 
giving  a  sweeping  verdict  in  favor  of  the  Chicago  Board  of 
Trade,  the  Supreme  Court  said: 

' '  This  chamber  of  commerce  is,  in  the  first  place,  a  great 
market,  where,  through  its  eighteen  hundred  members,  is 
transacted  a  large  part  of  the  grain  and  provision  business 
of  the  world.  Of  course  in  a  modern  market  contracts  are 
not  confined  to  sales  for  immediate  delivery.  People  will 
endeavor  to  forecast  the  future  and  to  make  agreements  ac- 
cording to  their  prophecy.  Speculation  of  this  kind  by  com- 
petent men  is  the  self-adjustment  of  society  to  the  probable. 
Its  value  is  well  known  as  a  means  of  avoiding  or  mitigating 
catastrophes,  pf(UJiliziiig  prices  and  providing  for  periods  of 
want.  It  is  true  that  the  success  of  the  strong  induces  imita- 
tion by  the  weak,  and  that  incom]->€tent  persons  bring  them- 
selves to  ruin  by  undertaking  to  speculate  in  their  turn.  But 
legislatures  and  courts  generally  have  recognized  that  the 
natural  evolutions  of  a  complex  society  are  to  be  touched  only 
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with  a  very  cautious  hand,  and  that  such  coarse  attempts  at 
a  remedy  for  the  waste  incident  to  every  social  function  as 
a  simple,  prohibition  and  laws  to  stop  its  being  are  harmful 
and  vain." 

Also  Judge  Grosscup  of  the  United  States  Federal  Court, 
giving  a  decision?  in  a  case  (88  Fed.,  868)  relating  to  the 
legitimate  established  boards  of  trade,  said : 

**They  balance  like  the  governor  of  an  engine  the  other- 
wise erratic  course  of  prices.  They  focus  intelligence  from 
all  lands  and  the  prospects  for  the  whole  year  by  bringing 
together  minds  trained  to  weigh  such  intelligence  and  to  fore- 
cast the  prospects.  They  tend  to  steady  the  markets  more 
nearly  to  their  right  level  than  if  left  to  chance  and  unhin- 
dered manipulation." 

Under  the  laws  proposed  it  would  be  a  crime  for  a  grain 
merchant  to  offer  to  vsell  grain  to  New  England  or  to  Europe 
unless  he  actually  had  all  the  grain  so  offered  in  his  posses- 
sion or  control  at  the  time  of  the  offer. 

None  of  the  proposed  laws  forbid  future  delivery  sales 
except  in  cotton,  grain  and  provisions;  such  contracts  how- 
ever are  innumerable  and  of  daily  occurrence  in  real  estate, 
manufacturing  and  commerce  everj^where.  Such  laws  will 
therefore  be  vulnerable  in  the  courts.  But  our  country's 
commerce  will  meanwhile  be  injured  in  a  vital  part  by  the 
mere  enactment  of  such  laws.  The  free  marketing  of  the 
crops  of  1907  under  the  present  method  saved  the  countrj' 
recently  from  actual  panic.  Despite  the  frightful  shrinkage 
in  the  values  of  other  property  farmers  sold  their  crops  at 
high  prices  because  of  speculative  buying  based  upon  the 
future  delivery  sale  system. 

Business  enterprise  inevitably  involves  speculation. 

Such  speculation  is  utterly  distinct  from  gambling. 

It  differs  in  no  moral  quality  from  the  speculation  entered 
into  by  the  jobber  who  accumulates  silks  or  woolens  or  any 
other  commodity  in  preparation  for  an  estimated  future  de- 
mand, or  from  the  business  judginent  used  by  the  contractor 
who  agrees  to  deliver  a  great  building  or  warship  at  a  given 
price.     The  former  buys  on  his  estimate  of  future  values, 
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the  latter  agrees  to  sell  short  on  his  best  judgment  of  the  fu- 
ture cost  of  materials  and  labor. 

No  branch  of  business  can  be  broadly  conducted  without 
the  element  of  speculation. 

Most  important,  however,  to  the  prosperous  progress  of 
a  country  with  a  large  agrarian  ix)pulation  is  that  character 
of  speculative  enterprise  which  enables  the  product  of  the 
soil  to  be  marketed  at  the  will  of  the  producer  at  prices  in 
line  with  the  estimates  of  statiticians  as  to  the  average  year's 
value. 

Based  on  hedging  sales  made  possible  by  the  great  Ex- 
changes of  the  country,  buyers  in  country  districts  are  able 
to  pay  prices  figured  closely  to  tenninal  markets,  allowing 
for  the  items  of  freight,  handling  and  a  small  margin. 

Prior  to  the  existence  of  these  Exchanges,  prices  paid  by 
buyers  were  far  out  of  line  and  the  producer  frequently  suf- 
fered from  a  cash  market  temjDorarily  dull,  either  of  which 
conditions,  lacking  a  speculative  market,  were  enough  to  cut 
down  obtainable  prices  in  country  districts  from  10%  to  25%. 

A  recent  illustration  of  this  situation  has  been  had  in  the 
barley  markets,  in  which  commodity  there  is  practically  no 
speculative  trading  for  future  delivery  and  prices  for  which 
have  fluctuated  frequently  from  20c  to  30c  a  bushel,  while 
wheat,  corn  and  oats  experienced  but  slight  fluctuation  com- 
paratively. 

No  market  can  be  broadly  maintained  without  both  buy- 
ers and  sellers  who  are  able  and  willing  to  make  future  con- 
tracts based  upon  their  views  of  future  values. 

A  return  to  the  conditions  prevailing  during  the  middle 
of  the  last  century  through  the  elimination  of  Exchanges, 
would  tend  to  throw  the  grain  business  of  the  country  into 
the  hands  of  monopolies,  which  would  gather  to  themselves 
the  higher  capitalized  concerns  engaged  in  the  grain  busi- 
ness, and  such  monopolies  would  not  only  ])e  able  but  would 
perforce  be  obliged  to  buy  at  such  nidr  mdrcjius  that  their 
hazard  of  carrying  the  large  quantities  of  grain  from  the  sea- 
son of  greatest  plenty  to  the  season  of  greatest  scarcity 
would  be  minimized,  and,  under  such  conditions,  much  of 
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the  money  now  distributed  through  farming  districts  by 
means  of  full  prices  paid  producers,  would  accumulate  in 
the  coffers  of  the  rich. 

In  the  few  months  succeeding  the  grain  harv^est  the  coun- 
try sends  to  market  the  requirements  of  consumption  for  a 
long  period ;  an  enormous  surplus  is  stored  in  sight.  Some- 
body must  carry  this  load.  Two  classes  do  this.  First,  the 
farmers  carry  a  large  part  of  the  crop  for  varying  periods; 
second,  the  skilled  judges  of  values  on  the  various  exchanges 
and  their  following  carry  that  part  which  the  farmers  do 
not  choose  to  hold.  If  such  a  custom  did  not  exist  we  should 
be  confronted  annually  with  two  hurtful  extremes  of  value. 
First,  immediately  succeeding  the  harvest,  prices  would,  in 
the  face  of  a  present  over  supply,  fall  to  values  below  the 
cost  of  profitable  production ;  later  on,  however,  just  before 
the  following  harvest,  supplies  would  be  exhausted,  an  eager 
consumptive  demand  would  then  find  no  adequate  supply 
and  as  a  result  values  would  leap  ujDward  to  figures  distress- 
ing to  the  poor  and  burdensome  to  the  rich.  Consequently, 
speculation,  merely  another  name  for  the  act  of  adjusting 
supplies  to  requirements,  gradually  bringing  prices,  as  it 
does,  from  one  condition  to  meet  another,  is  of  the  utmost  im- 
portance. Speculation  then  is  a  natural  and  legitimate  out- 
growth of  the  great  system  that  has  been  perfected  for  the 
marketing  of  our  crops.  It  is  a  moderator,  checking  the 
greed  of  holders  and  placing  a  firm  hand  of  restraint  upon 
the  exactions  of  the  buyers.  It  broadens  the  market;  it 
makes  world  conditions  the  measure  of  values.  It  preserves 
an  equilibrium  that  could  be  maintained  through  no  other 
agency,  and  as  carried  on  under  the  legal  restrictions  and 
judicious  regulations  of  the  great  exchanges,  it  is  a  factor 
conducive  to  the  general  welfare. 

An  Industrial  Commission  of  five  United  States  Senators, 
five  Eepresentatives  and  nine  other  leading  men  of  the 
countiy,  spent  three  years  time,  following  the  Special  Act 
of  Congress  June  18,  1898,  investigating  this  entire  subject. 

With  unlimited  opportunity,  in  point  of  time,  and  the 
power  to  subpoena  witnesses,  and  to  visit  all  sections  of  the 
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country,  this  Commission,  after  its  investigation  into  the 
methods  employed  to  distribute  the  surplus  crops  of  the 
country,  unreservedly  took  the  ground  that  future  trading 
is  in  the  interest  of  the  farmer.  The  report  was  concurred 
in  by  every  member  of  the  Commission  and  was  signed  by 
the  Chairman,  the  late  Senator  Kyle,  of  South  Dakota,  who 
was  originally  a  strong  Granger,  and  a  Populist,  but  who 
had  been  convinced  that  the  old  crusade  against  Boards  of 
Trade  and  Cotton  Exchanges  was  a  mistake. 

If  the  present  safe  methods  of  hedging  purchases  of  grain 
with  sales  for  future  delivery  is  interfered  with  the  Banks 
will  unquestionably  be  less  willing  to  furnish  the  funds  to 
finance  the  crop  movement,  as  grain  collateral  would  in  such 
event  be  regarded  as  less  desirable  security  for  loans. 

The  exchanges,  with  their  facilities  for  ascertaining  crop 
promise  at  home,  on  one  hand,  and  foreign  needs,  on  the 
other,  enable  their  members  to  make  contracts  with  the  pro- 
ducers from  whom  they  buy,  and  with  the  consumers,  to 
whom  they  sell.  The  whole  business  is  based  on  future  con- 
tracts. Back  of  these  contracts  stands  the  exchange  with 
its  iron-clad  rules  offering  a  guarantee  to  all  the  world  that 
the  contracts  of  its  members  will  be  faithfully  met.  If  fu- 
ture contractis  underlie  the  commercial  world  it  is  difficult 
to  see  how  lawmakers  can  interfere  with  their  operations  on 
legally  and  honorably  conducted  exchanges  without  running 
foul  of  the  constitutional  provision  against  class  legislation. 
The  problem  which  confronts  the  trade  and  Congress  is  how 
to  do  away  with  the  parasites,  and  their  vicious  and  harmful 
abuses  of  grain  and  cotton  contracts,  without  crippling  the 
enormous  business  depending  on  legitimate  transactions 
liased  on  future  contracts. 

President  Roosevelt  in  his  recent  message  to  Congress 
voiced  the  sentiment  of  every  member  of  the  legitimate  Ex- 
changes of  the  country  when  he  said:  **The  great  bulk  of 
the  business  transact-od  on  the  Exchanges  is  not  only  legiti- 
mate but  is  necessary  to  the  working  of  our  modem  industrial 
system,  and  extreme  care  would  have  to  be  taken  not  to  inter- 
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fere  with  the  business  in  doing  away  with  the  bucketshop 
type  of  operations. ' ' 


SECTION  8 

Speech  in  U.  S.  Senate 

By  Senator  E.  D.  White 

Speech  of  Senator  Edicard  D.  White,  of  Louisiana,  Before 
the  United  States  Senate,  July  21  and  22, 1892,  Concern- 
ing the  Washburn  Bill:  a  Measure  Designed  to  Prohibit 
Future  Dealings  in  Pork  Products,  Grain  and  Cotton. 

Mr.  President :  The  votes  which  have  been  hitherto  had 
in  the  Senate  to  take  up  this  bill  and  the  general  line  on 
which  the  argument  has  proceeded,  seem  to  indicate  that 
there  is  i^robably  a  majoiity  sentiment  on  the  floor  in  favor 
of  the  bill.  I  should  hesitate  very  much  with  this  knowledge 
to  make  any  very  elaborate  discussion  as  to  the  constitution- 
ality of  the  bill,  or  as  to  the  wisdom  of  the  legislation  which 
it  propounds,  if  I  were  not  profoundly  conscious  that  in  my 
judgment  there  has  been  before  the  American  Congress  for 
many  years  no  more  pernicious,  no  more  vicious,  no  more 
flagrantly  unconstitutional  legislation,  no  legislation  more 
tending  to  undermine  and  destroy  the  very  foundations  of  our 
Government,  and  none  more  calculated  to  do  untold  and  un- 
tenable harm  to  the  people  of  this  great  country.  The  interests 
which  this  proposed  legislation  affect  are  enormous.  The 
products,  the  price  or  sale  of  which  the  bill  attempts  to  reg- 
ulate, run  up  into  vast  proportions. 

The  theory  of  the  Senator  who  presents  the  bill  and  who 
urges  it  with  so  mudi  zeal  on  this  floor  is  that  if  the  bill 
passes,  to  all  the  great  body  of  the  consumers  of  this  coun- 
try, representing  seventy-eight  per  cent  of  the  joopulation, 
there  is  to  be  an  enhancement  in  the  cost  of  these  vast  prod- 
ucts. If,  then,  the  arguments  of  the  proponents  of  the  bill 
be  true,  upon  nearly  three  billion  dollars  of  products  the 
effect  of  this  legislation  will  be  to  increase  the  price  to  all 
the  consumers  of  the  country. 
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My  judgment  is,  on  the  other  hand,  that  if  the  bill  passes, 
the  necessary  effect  will  be  to  reduce  the  prices  obtained  by 
the  producers  of  the  country  to  a  considerable  degree  upon 
this  great  sum. 

With  these  great  issues  involved  in  this  bill,  issues  which 
go  home  to  every  hearth-stone  in  this  land,  issues  which  reach 
out  their  fingers  into  the  pockets  of  every  man,  be  he  rich 
or  poor,  I  think  I  shall  be  justified  in  an  attempt  to  discuss 
its  provisions  deliberately,  in  order  to  point  out  what  I  con- 
ceive to  be  the  flagrant  constitutional  defects  which  are  in- 
volved in  it,  and  the  gross  financial  and  business  heresies 
which  it  contains. 

Mr.  President,  let  me  analyze  the  bill.  What  does  the 
first  section  pro\dde !  It  has  been  gone  over  very  frequently, 
but  I  shall  go  over  it  again  in  order  to  make  clear  what  I 
shall  endeavor  to  say. 

The  first  section  forbids  options,  which  in  the  argot  of  the 
commercial  gamblers  are  known  as  "puts  and  calls."  Now, 
what  is  a  put  or  call,  or  an  option,  as  defined  in  this  bill. 
It  is  a  contract  by  which  a  man  gives  to  another  a  sum  of 
money  for  the  privilege  of  calling  upon  that  man  to  deliver 
property,  or  for  the  privilege  of  delivering  to  him.  It  is  a 
purely  unilateral  contract,  by  which  a  man  gives  a  sum  of 
money  for  the  privilege  of  delivering  or  receiving  property. 

So  far  as  this  contract  is  concerned,  or  this  so-called  con- 
tract, I  have  no  word  of  defense  to  raise  because  it  is  a  con- 
tract which  engenders  no  obligation  per  se.  Courts  of  this 
land,  at  least  the  courts  in  my  state,  have  declared  it  is  a 
contract  without  a  consideration,  which  cannot  be  enforce<l ; 
that  it  involves  within  its  bosom  an  element  of  chance  which 
makes  it  purely  aleatory,  and,  therefore,  takes  it  out  of  the 
domain  of  all  those  great  contracts  around  which  the  law 
throws  the  shelter  of  its  protection  and  the  instrumentalities 
for  its  enforcement. 

What  does  the  second  section  provide?  The  second  sec- 
tion defines  futures.  What  does  it  define  futures  to  be?  It 
defines  any  contract  to  be  a  future  where  the  one  selling  at 
the  time  of  sale  is  not  the  actual  owner  of  the  property,  how- 
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ever  real  may  be  his  intention  to  deliver  at  the  time  stipu- 
lated and  however  great  may  be  his  means  of  fulfillment. 
What  else  does  it  provide?  After  defining  this  contract  it 
then  goes  on  to  say  that  neither  the  government  of  the 
United  States  nor  any  municipality,  nor  any  state,  nor  any 
fanner,  insofar  as  he  may  have  made  a  crop  or  had  a  crop  in 
process  of  being  made,  shall  be  brought  within  the  grasp  of 
the  provision.  Th6  amendment  which  has  been  adopted  on 
the  motion  of  the  Senator  from  Minnesota  also  takes  all  re- 
tail dealers  cut  of  the  reach  of  the  second  section. 

The  bill  defines  options.  The  bill  defines  futures.  Is  the 
definition  general  in  both  cases  1  It  is.  Now,  if  the  proposed 
statute  stopped  there  and  contained  its  penalties,  then  every 
human  being  and  every  contract  for  options  and  futures 
wherever  our  administration  extended  would  be  brought 
within  the  provisions  of  a  general  statute.  Does  this  bill  do 
that  I  No,  it  is  discriminating  from  one  end  to  the  other.  It 
is  flagrantly  and  openly  discriminating. 

After  defining  options  and  futures,  then  the  bill  goes  on 
to  say,  not  that  all  contracts  of  that  kind  within  this  broad 
land  shall  come  within  reach  of  this  general  statute.  No, 
but  it  picks  out  particular  things  and  particular  subjects- 
matter  to  make  them  alone  the  subjects  of  the  general  law, 
which  if  it  has  any  foundation  in  public  necessity  or  public 
right,  should  operate  over  a  sway  as  broad  as  our  jurisdic- 
tion. 

Now,  to  what  is  the  bill  applied  ?  Here  are  these  contracts 
and  here  are  these  general  definitions.  What  does  the  bill 
say  ?  That  the  articles  to  which  the  foregoing  sections  relate 
raw  or  unmanufactured  cotton,  hops,  wheat,  corn,  oats,  rye, 
barley,  pork,  lard  and  bacon.  Of  all  the  vast  objects  of  con- 
tract in  this  land,  it  makes  a  general  definition,  and  then 
singles  these  out  alone  to  cover  them  by  the  provisions  of 
the  statute.  If  there  is  a  Senator  who  does  not  admit  that 
from  the  day  of  the  Magna  Charta  down,  the  first  and  the 
elementary  principle  laid  down  by  English  speaking  i>eople 
is  that  the  general  laws  should  be  operated  generally  and 
that  no  discrimination  should  be  exercised?     The  distin- 
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guished  Senator  from  Mississippi  (Mr.  George)  helped  to 
frame  a  constitution  in  Ms  state  recently.  I  venture  to  say 
that  in  the  exercise  of  the  power  vested  in  the  legislature 
of  the  State  of  Mississippi  this  discriminating  clause  would 
be  stricken  with  constitutional  paralysis,  because  it  was  not 
the  general  law.  There  is  not  a  modern  state  constitution 
in  this  Union  which  has  not  put  its  anathema  on  discrimina- 
tion. How  then,  is  this  bill  justified?  I  do  not  know.  By 
what  rule  has  it  been  written!  AVhat  has  been  the  prescience 
which  has  looked  over  all  this  land  and  picked  out  these 
particular  objects  to  make  them  alone  the  subject-matter  of 
this  discriminating  law! 

Mr.  President,  be  the  clamor  what  it  may,  I  know  my 
people  well  and  I  should  not  be  afraid  to  go  with  my  vote 
before  them  with  this  third  section  in  my  hand  and  invoke 
their  ordinary  sense  of  common  American  fair  play  and  feel 
absolutely  confident  of  their  denunciation  of  this  attempt 
to  discriminaate  in  favor  of  the  one  product  as  against  an- 
other product. 

How  is  this  justified!  I  have  heard  some  talk  about 
agricultural  products.  My  mail  has  been  burdened  every 
day  for  almost  a  month  with  some  circular  gotten  up  by  some 
committee  somewhere.  The  Senator  says  that  this  bill  is  in 
the  interest  of  the  farmers,  that  the  farmers  are  scattered, 
that  they  are  not  organized  and  cannot  protect  their  right, 
and,  therefore,  they  must  be  looked  after.  My  mail  lias  been 
burdened  with  private  letters,  telegrams,  circulars,  (news- 
papers, pamphlets,  in  favor  of  the  bill  which  has  engen- 
dered in  my  mind  a  deep-seated  alann  that  there  is  a  mighty 
conspiracy  against  the  consumers  of  the  country  and  in  favor 
of  certain  favored  persons  and  I  think  I  can  demonstrate 
such  to  be  the  fact  lief  ore  I  take  my  seat. 

Now  take  food  products.  Does  this  bill  embrace  food 
products?  Is  cotton  a  food  product?  AMiere  are  butter 
and  cheese,  and  cattle,  and  all  the  thousand  other  food  prod- 
ucts which  are  left  out  of  this  bill  which  is  called  a  food- 
product  bill  ?  You  have  in  the  bill  things  which  are  not  food 
products  and  you  have  not  food  products  in,  and  yet  it  is  said 
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great  clamor  comes  up  for  this  bill  from  the  American  peo- 
ple because  it  is  a  bill  to  protect  food  products.  If  we  are 
going  to  protect  food  products  let  us  protect  them.  Do  not 
let  us  discriminate. 

If  the  gambling  spirit  is  what  the  Senator  thinks,  then 
this  bill  is  going  to  close  the  exchanges  to  these  products  and 
open  the  bucket  shops  and  gambling  saloons  all  over  the 
country  to  the  products  which  he  discriminates  against  and 
we  must  write  in  the  title  "An  Act  passed  by  Congress  of 
the  United  States  to  stimulate  gambling  in  the  agricultural 
products,  and  to  encourage  the  opening  of  bucket  shops,  by 
forbidding  gambling  in  a  few  products  and  licensing  as  to 
the  others." 

But,  Mr,  President,  what  a  proiX)sition,  that  these  things 
are  picked  out  for  anathema  and  denunciation  because  they 
are  dealt  in  on  boards  of  trade!  God  of  mercy,  in  this  age 
of  the  world  are  we  to  shut  our  eyes  to  every  teaching  of  the 
English-sj^eaking  race?  Are  we  to  confess  that  we  are  more 
ignorant  than  were  our  forefathers  two  hundred  years  ago? 

What  is  the  history  of  English  commerce?  AMiat  has 
enabled  it  to  grow  and  prosper,  carry  on  its  wings  the  light 
of  civilization  and  religion  and  tmth  all  over  this  world? 
What  has  done  it,  sir,  but  the  energies  of  the  great  com- 
mercial bodies  of  the  world,  speaking  through  their  chambers 
of  commerce  and  their  boards  of  trade?  The  very  structure 
of  our  government,  almost  the  ver>'  fibre  of  this  government, 
was  evolved  in  that  country  which  preserved  its  liberties  by 
the  eiforts  of  its  great  bodies  of  merchants  assembled  to- 
gether for  the  purpose  of  trading.  The  very  essence  of 
trading  is  liberty  itself;  intercourse  engenders  the  immortal 
spirit  of  liberty  from  the  very  fact  that  men  gather  together 
in  the  interest  of  commerce,  which  needs  the  wings  of  liberty 
and  of  peace  to  spread  itself  in  enlightening  and  improving 
the  world. 

Let  us  see  what  the  argument  of  the  Senator  would  lead 
us  to.  What  are  these  boards  of  trade?  They  are  merely 
the  aggregation  of  merchants  who  meet  in  a  room  to  collect 
the  information  necessary  to  enable  every  man  to  trade  on 
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an  .equal  footing.  The  telegraph,  the  reports  of  all  kinds, 
the  bulletin  board  and  everything  open ;  so,  if  I  may  be  par- 
doned the  use  of  such  slang  expression,  there  is  a  fair  and 
square  deal;  and  the  man  who  buys  and  the  man  who  sells, 
all  possessing  the  information  which  is  garnered  all  over  the 
whole  world,  deal  on  an  equal  footing. 

Mr.  President,  boards  of  trade  are  true  evolutions  of  that 
doctrine  of  equality  which  has  dominated  the  world,  the 
equality  and  liberty  of  man.  The  poor  man  with  small  capi- 
tal who  comes  into  the  great  chambers  of  commerce  and  the 
boards  of  trade,  with  all  the  information  exposed  to  his 
view,  needs  to  protect  himself  from  being  gouged  and  de- 
stroyed only  with  the  light  of  reason  which  God  has  given 
him.  It  is  putting  him  on  an  equality  with  the  rich  man. 
The  purix)se  of  this  bill  then  is  to  strike  down  all  the  trad- 
ing which  can  be  done  at  an  equal  advantage,  and  to  stimu- 
late the  trading  where  the  small  man  will  be  at  the  mercy 
of  the  big  man.  Its  purpose  then,  is  to  allow  trading  where 
all  the  protection  which  modern  society  and  modem  com- 
merce have  evolved,  will  be  destroyed.     *     *     * 

Mr.  President,  when  I  surrendered  the  floor  yesterday 
I  was  discussing  what  I  conceived  to  be  the  confusion  and 
the  discrimination  in  the  terms  of  the  bill  as  to  the  provisions 
creating  or  defining  the  acts  which  the  bill  prohibits,  or  vir- 
tually prohibits,  so  as  to  show  that  the  objects  embraced  in 
these  definitions  were  defined  by  no  rule,  followed  no  coher- 
ent or  consistent  line  of  thought,  conflicted  one  with  the  other 
and  were  utterly  and  entirely  irreconcilable.  If  we  view  the 
bill  as  classifying  the  products  as  agricultural  products, 
then  a  vast  number  of  agricultural  products  were  omitted. 
If  we  view  the  bill  as  a  classification  of  food  products,  it 
omits  many  things  which  are  food  ])roducts. 

In  answer  to  that  argument,  the  Senator  from  Minnesota 
(Mr.  Washburn)  yesterday  said  that  the  line  of  thought 
along  which  the  bill  proceeded  was  to  roach  things  which 
were  traded  in  on  boards  of  trade.  The  argument  which  was 
had  yesterday,  I  think,  led  up  directly  to  the  conclusion  that 
if  that  were  the  line  of  thought  which  dominated  the  bill, 
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then  the  necessary  effect  of  the  bill  was  to  increase  instead 
of  decreasing  gambling  and  speculation,  because,  as  this 
system  of  gambling  and  speculation  has  its  origin  in  the 
inevitable  tendency  of  the  human  character  to  take  risks, 
particularly  under  the  conditions  of  modern  life,  the  exclu- 
tion  of  a  few  articles  which  were  gambled  in  today,  leaving 
the  vast  sum  of  human  products  out  of  the  inhibitions  of 
the  bill,  would  simply  deflect  the  channel  of  gambling  from 
the  bed  into  which  it  now  flows  into  a  wider  and  deeper  and 
stronger,  and  a  more  pernicious  stream,  of  gambling. 

I  called  attention,  however,  I  think,  yesterday  to  the  fact 
that  there  was  in  my  judgment  a  philosophically  fundamen- 
tal mistake  in  attempting  to  forbid  speculative  tendencies  on 
boards  of  trade  where  that  tendency  could  be  executed  with 
reasonable  honesty  and  with  reasonable  precaution,  and  en- 
courage and  foster  speculation  where  those  restraints  and 
restrictions  and  precautions  did  not  exist. 

Last  night  my  attention  was  called  to  a  discussion  of  this 
question  in  a  book  on  political  economy,  which  seems  to  be 
so  opposite,  so  entirely  to  embrace  the  subject-matter  of  this 
discussion  that  I  will  send  to  the  desk  and  have  read  the 
paragraph  to  which  I  wish  to  call  your  attention. 

''It  is  a  singular  fact  that  markets  have  been  the  sub- 
ject of  popular  prejudice  and  moral  objection,  almost  in 
proportion  to  the  perfection  with  which  they  economize 
time,  transporting  an  effort,  and  equalize  prices.  The  proper 
meaning  of  a  market  is  not  merely  the  place  set  apart  in 
which  buyers  and  sellers  may  meet  with  their  goods,  but  all 
that  territory,  with  its  groups  of  buyers  and  sellers,  con- 
sumers and  producers,  of  which  the  residents  are  so  brought 
into  union  and  contact  with  each  other  by  the  mutual  intel- 
ligence which  arises  through  reciprocal  commerce  that  one 
price  is  arrived  at  by  all  with  facility  and  promptitude. 

A  market  rises  into  its  highest  eflficiency  and  value  when 
it  concentrates  into  one  focus  so  large  a  proix)i-tion  of  the 
buyers  and  sellers  of  a  certain  commodity  as  to  become,  in 
conjunction  with  one  or  two  other  markets  of  the  safe  kind, 
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in  authoritative  standard  of  prices  of  the  articles  in  which 
it  deals,  for  all  buyers  and  sellers  through  the  world.  By  aid 
of  the  quick  intelligence  which  the  telegraph  supplies  and  of 
the  swift  transportation  which  steam  affords,  the  whole 
world  is  then  converted  into  one  market  having  one  price 
subject  only  to  cost  of  transportaition  of  the  product  between 
the  point  for  which  the  price  is  quoted  and  all  other  points. 
Such  markets  are  the  Bourse  of  Paris  for  stocks  and  securi- 
ties, the  London  Stock  Exchange  as  well  as  the  London  Prod- 
uce Exchange,  the  Liverpool  and  New  York  Cotton  Ex- 
changes, the  New  York  Stock  Exchange,  Product  Exchange 
and  Eeal  Estate  Exchange,  and  formerly  the  Gold  Koom  and 
the  Boards  of  Trade  (grain  and  produce  exchange)  of  Chi- 
cago, in  conjunction  with  those  of  other  "Western  cities,  and 
that  of  LiverpooL*^ 

Concerning  these  exchanges.  Professor  Jevons  says: 
"The  theoretical  conception  of  a  perfect  market  is  more  or 
less  completely  carried  out  in  practice.  It  is  the  work  of 
brokers  in  any  extensive  market  to  organize  exchanges  so 
that  every  purchase  shall  be  made  with  the  most  thorough 
acquaintance  with  the  conditions  of  the  trade.  Each  broker 
strives  to  gain  the  best  knowledge  of  the  conditions  of  the 
supply  and  demand  and  the  earliest  intimation  of  any  change. 
He  is  in  communication  with  as  many  other  brokers  as  pos- 
sible, in  order  to  have  the  widest  range  of  infonnafion  and 
the  greatest  chance  of  making  suitable  exchanges.  It  is  only 
thus  that  a  definite  market  price  can  be  ascertained  at  every 
moment  and  varied  according  to  the  frequent  news  capable 
of  effecting  buyers  and  sellers.  By  the  mediation  of  a  body 
of  brokers  a  complete  consensus  is  established  and  the  stock 
of  every  seller  or  the  demand  of  every  buyer  brought  into 
the  market.  It  is  the  very  essence  of  trade  to  have  wide  and 
constant  information.  A  market,  then,  is  theoretically  ]'>er- 
fect  only  when  all  traders  have  perfect  knowledge  of  the 
oonditons  of  supply  and  demand  and  the  consequent  ratio 
of  exchange;  and  in  such  a  market  as  we  shall  now  see,  there 
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can  only  be  one  ratio  of  exchange  of  uniform  commodity  at 
any  moment. '  * 

Mr.  President :  The  object  of  this  bill,  the  very  classifi- 
cation defined  in  the  bill,  is  to  exclude  the  products  which  are 
dealt  in  on  this  kind  of  a  market  and  leave  outside  of  the 
operations  of  the  bill,  the  products  which  are  dealt  in  on  an- 
other or  unrecognized  market.  I  ask  the  desk  to  have  read 
the  description  of  the  other  market  to  which  the  things  not 
brought  into  the  bill  are  relegated. 

"In  the  sale  of  carriages,  pianos,  jewelry,  clothing  and 
other  things  which  do  not  admit  of  such  an  authoritative 
contest  over  the  price,  there  is  great  inequality  in  the  prices 
at  which  two  persons  in  the  same  city  on  the  same  day  may 
buy  two  things  of  the  same  kind  and  of  equal  value.  Hence 
there  is  great  cheating  in  such  trading.  One  may  pay  $200 
for  a  watch  which  another  buys  for  $100.  There  is  no  stand- 
ard. In  all  these  grades  of  goods  long  credits  must  be  given 
as  the  dealers  must  hold  the  goods  until  they  reach  consum- 
ers. But  in  articles  dealt  in  by  produce  exchanges  the  price 
is  advanced  to  the  producer,  and  liis  crop  can  always  be  sold 
if  he  desires,  even  before  it  is  harvested.  Hence  the  authori- 
tative manufacture  of  prices  confers  somewhat  the  same 
benefit  upon  a  community  as  is  conferred  by  an  authoritative 
standard  of  law,  religion,  manner  and  ethics.  It  enables 
every  man  to  know  each  moment  how  he  stands  relatively 
to  the  results  of  his  past  exertions,  what  they  have  cost,  and 
how  much  he  can  get  for  them. ' ' 

Such,  Mr.  President,  is  the  description  of  the  market  de- 
stroyed by  the  provisions  of  this  bill. 

If  the  purpose  and  object  of  the  bill  is  to  strike  with  palsy 
transactions  on  boards  of  exchange  or  boards  of  trade,  why 
is  it  that  the  terms  of  the  bill  leave  out  all  that  vast  body  of 
property  running  up  into  the  hundreds  or  thousands  of  mil- 
lions, the  bonds  and  stocks  and  values  of  every  kind  in  this 
country  which  form  the  great  sum  of  the  speculation  of  the 
country? 
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SECTION  9 

Cupping  From  "Chicago  Evening  Post" 
Saturday,  Jan.  23,  1909. 

''Their  hand  was  sore  and  they  cut  off  their  hand,"  so 
says  E.  A.  Calvin,  ex-president  of  the  Farmers'  Union  of 
Texas,  who  was  largely  responsible  for  the  passage  of  the 
anti-future  law  now  on  the  statute  books  of  that  state.  At 
the  time  of  the  passage  of  that  law  there  was  a  wide-spread 
clamor  for  its  passage  by  the  producers  and  ignorant  masses, 
who  imagined  that  pernicious  influences  were  lowering  the 
prices  of  their  commodity  instead  of  the  fact  that  their  com- 
modity was  responding  to  the  natural  laws  of  supply  and 
demand.  That  people  should  clamor  is  in  no  wise  different 
from  previous  records  of  histoiy,  beginning  with  the  Tower 
of  Babel  down  to  the  present  date. 

Daniel  Webster,  in  the  United  States  Senate  in  1833, 
delivered  a  speech  in  which  he  said:  "There  are  persons 
who  constantly  clamor.  They  complain  of  oppression,  spec- 
ulation and  peiTiicious  influence  of  accumulated  wealth.  They 
cry  out  loudly  against  all  banks  and  corporations  and  all 
means  by  which  small  capitals  become  united  in  order  to  pro- 
duce imijortant  and  beneficial  results.  They  carry  on  mad 
hostility  against  all  established  institutions.  They  would 
choke  the  fountain  of  industry  and  dry  all  the  streams.  In 
a  country'  of  unbounded  liberty  they  clamor  against  oppres- 
sion. In  a  country  of  perfect  equality  they  would  move 
heaven  and  earth  against  ])rivilege  and  monopoly.  In  a 
countrj'  where  property  is  more  evenly  divided  than  any- 
where else  they  rend  the  air  shouting  agrarian  doctrines.  In 
a  country-  where  the  wages  of  labor  are  high  beyoml  parallel 
they  would  teach  the  laborer  that  he  is  but,  an  oppressed 
slave."  

Mr.  Calvin  states  that  he  has  discovered  that  the  de- 
sire<l  elimination  of  bucket-shops,  but  which  has  also  elimin- 
ated legitimate  brokers,  has  cost  the  South  in  the  neigh])or- 
hood  of  $200,0()0,0()0  to  $300,000,000,  and  he  has  courage  to 
acknowledge  his  error  of  having  made  a  mistake  and  ox- 
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presses  a  willingness  to  rectify  his  error  before  it  leads  into 
the  ultimate  result— disaster.  For  a  period  of  about  two 
years  the  Texas  anti-future  law  has  been  operative,  and 
during  that  period  of  time  a  constant  decline  in  cotton  has 
been  noted,  at  psychological  periods,  when  the  presence  of 
speculative  support  would  have  given  the  market  a  marked 
buoyancy,  and,  making  due  allowance  for  the  period  of  in- 
dustrial and  financial  depression  which  has  occurred  during 
the  interim,  the  price  of  cotton  has  nevertheless  shown  2c  or 
3c  a  lb.  less  than  it  would  have  had  the  machinery  of  markets 
been  in  good  working  order  and  not  hampered  by  such  laws. 

It  is  axiomatic  that  if  enough  of  any  staple  article  is  of- 
fered in  the  open  market  at  whatever  price  the  market  will 
pay,  the  price  of  that  staple  will  decline.  It  is  equally  obvi- 
ous, if  enough  offers  to  buy  that  staple  at  whatever  price  the 
owners  demand  are  sent  into  the  open  market,  the  price  of 
that  staple  will  advance.  It  is  apparent  that  the  market 
has  been  robbed  of  the  buying  power,  through  the  contract 
market,  of  those  people  in  the  South  who,  while  possibly  not 
directly  in  the  cotton  business,  were  sufficiently  cognizant 
of  the  situation  to  buy  ''speculatively"  enough  of  the  pro- 
duct to  furnish  a  staple  hedge  market  for  the  cotton  mer- 
chant.   

The  passage  of  these  laws  robbed  those  sx)eculatively  in- 
clined from  lending  any  assistance  and  they  were  unwilling 
to  enter  into  competition  with  the  cotton  merchant,  who,  left 
to  his  own  devices,  was  willing  to  buy  the  spot  article  as 
cheaply  as  possible  and  leave  himself  a  much  larger  range 
of  profit  than  was  usual.  This  declining  tendency  of  cotton 
during  the  year  of  1907  was  all  the  more  remarkable  when  it 
is  noted  that  the  producers  were  waging  an  aggressive  cam- 
paign of  holding  for  higher  prices  and  that  the  spinners 
actually  consumed  2,500,000  bales  more  than  the  world  pro- 
duced, under  which  conditions,  with  speculative  aid,  much 
better  prices  might  have  resulted. 

During  the  same  period  of  time  America  has  had  the  ob- 
ject lesson  in  another  way— the  high  prices  for  grain,  with 
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legitimate  speculation  behind  it,  and  a  section  where  state 
legislatures  not  only  did  not  reprimand  legitimate  institu- 
tions, but  approved  of  them,  at  the  same  time  passing  string- 
ent bucket-shop  laws,  such  as  in  the  states  of  Missouri,  Iowa, 
Indiana,  ^Michigan,  Massachusetts,  Pennsylvania  and  New 
York. 

The  business  acumen  of  his  Yankee  brother  has  been  ad- 
mitted by  the  southerner  for  many  years,  and  in  pure  busi- 
ness light  the  southerner  has  heretofore  been  willing  to  ac- 
cept the  inbred  knowledge  of  financial  affairs  that  brings 
results  from  a  more  energetic  people.  This  question,  how- 
ever, has  seemed  to  have  been  a  good  platform  for  politicians. 
Mr.  Calvin's  article  is  merely  a  forerunner  of  the  many  ex- 
pressions of  similar  character  which  will  follow  when  sanity 
and  the  courage  to  acknowledge  error  (a  rare  quality)  return 
to  others  who  were  so  vigorous  in  urging  the  passage  of  these 
laws;  in  fact,  the  politicians  now  in  Washington  and  those 
who  are  aspiring  to  office  in  the  southern  states  would  do 
well  to  interview  carefully  their  constituency  as  to  their  real 
feeling  in  regard  to  the  anti-future  and  anti-trust  laws  that 
have  harassed  the  south  half  of  the  United  States  to  such 
an  extent  that  they  give  echo  to  violent  expression  of  night 
riding  and  other  lawlessness  and  have  stoppe<l  the  develop- 
ment and  growth  of  that  part  of  the  countr>^  to  a  great  extent. 

That  cotton  is  a  staple  of  great  importance  to  our  whole 
country  is  not  questioned,  and  that  the  present  i)rices  offer 
no  inducement  or  remuneration  to  the  producer  is  equally 
true.  That  the  spinner  is  probably  making  the  same  error 
against  national  prosperity,  of  cutting  off  the  hand  to  euro 
the  sore,  in  being  willing  to  take  advantage  of  the  crippled 
condition  of  the  farmer,  due  to  his  poverty  and  his  ignorant 
politicians,  there  is  also  good  reason  to  believe. 

AVith  a  practical  mono])oly  of  the  cotton  crop  of  the 
world— remembering  that  the  Indian  crop  is  but  a  poor  sub- 
stitute for  the  American  crop  and  that  the  Eg}'ptian  croj) 
does  not  enter  into  the  same  quality  of  goods  that  cotton  of 
the  American  crop  does— there  is  no  reason  why  America 
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should  not  be  able  to  dictate  the  prices  of  her  own  commodity, 
but  to  do  so  it  must  be  in  the  open  market,  in  which  every 
man  having  studied,  understood  and  comprehending  the  com- 
mercial value  of  the  article,  is  willing  to  help  it  to  a  higher 
level  with  every  artifice  known  to  modern  commerce,  and  the 
crux  of  these  is  the  idea  embodied  in  future  trading,  looking 
into  the  future  and  analizing  conditions  which  will  exist 
weeks  and  months  ahead. 

A  petition  was  circulated  in  the  City  of  Gainesville, 
Texas,  recently  and  in  one  daj"  received  175  signatures  of 
merchants,  bankers  and  cotton  people  asking  for  the  repeal 
of  the  laws  against  speculation  in  that  state,  and  what  is  true 
of  Gainesville  is  also  true  of  every  other  village  of  that  size. 
The  thinking  people  are  beginning  to  realize  their  error  and 
it  can  only  be  a  question  of  a  short  time  until  every  southern 
state  has  begun  to  extend  a  hand  of  friendly  welcome  to  all 
who  are  willing  to  speculate  in  her  great  staple  and  help  to 
sustain  its  price. 

Politicians  are  prone  to  speak  of  bears  depressing  prices, 
when,  as  a  matter  of  fact,  the  only  manipulated  market  which 
leaves  for  any  great  length  of  time  the  true  relation  between 
supply  and  demand  is  a  market  in  which  bullish  manipula- 
tion exists.  Bear  manipulation  in  any  market  is  but  a  fan- 
tasy of  a  moment  and  the  world  is  quick  in  discovering  when 
bargain  sales  are  on. 

He  who  sells  what  isn't  his'n 
Must  dig  it  up  or  go  to  prison. 

It  is  to  be  hoped  that  Texas  and  other  southern  states 
will  lend  a  thoughtful  ear  to  the  remarks  of  ]\Ir.  Calvin. 
That  he  meant  well  one  can  no  longer  doubt,  as  it  takes  man- 
hood to  stand  up  in  public  and  confess  that  he  has  eri'ed. 
His  ideas  at  that  time  led  many  thousands  of  his  followers 
into  the  error,  and  he  now  realizes  this  and  is  endeavoring 
to  rectify  it.  The  experience  of  Texas  and  the  experience 
of  Germany  are  identical.  Georgia,  the  Carolinas,  Alabama, 
Mississippi,  Arkansas  and  Oklahoma  should  each  in  time 
rescind  the  laws  that  now  stand  on  their  books  and  place  in 
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their  stead  real  anti-bucket  shop  laws  which  will  suppress 
the  evil  of  speculation  through  bucket-shops,  which  specula- 
tion does  not  helji  shape  prices. 

It  is  pointed  out  that  now  is  the  time  for  the  representa- 
tives from  the  various  districts  in  Washington  that  have  been 
seriously  hurt  by  this  legislation  to  otfer  remedies  for  the 
wrongs  that  have  been  done.  The  honest  intent  of  these 
statesmen  that  have  presented  bills  in  "Washington  cannot  be 
questioned.  They  thought  they  were  serving  their  constit- 
uency and  they  wanted  to  crush  the  gigantic  evil  of  the 
bucket-shops  that  has  robbed  the  public  of  millions  and  mil- 
lions of  dollars  and  that  has  robbed  the  producer  of  an  ''open 
market. "  Many  of  these  men,  in  presenting  these  bills  want- 
ing to  destroy  this  evil,  were  not  familiar  enough  with  the 
general  trade  of  buying  and  selling  commodities  for  future 
delivery  on  legitimate  exchanges,  and  have  mentally  put 
them  all  in  the  same  class  \Ndth  the  bucketshops,  but  if  they 
should  inform  themselves  in  this  regard  and  pass  such  laws 
that  will  legalize  legitimate  trade  and  insist  upon  brokers 
furnishing  confinnations  showing  of  whom  they  bought  the 
property,  and  that  the  trades  were  made  in  the  actual  mar- 
ket, where  competitive  buying  and  selling  were  indulged  in, 
they  will  wipe  out  the  evil  they  are  seeking.  The  best  defini- 
tion of  a  bucketshop  is  the  one  expressed  by  Senator  Spooner, 
which  is  as  follows: 

**A  bucketshop  is  an  office  or  other  place  kept  or  main- 
tained by  a  iKTSon,  association,  copartnership  or  corporation, 
who  or  which  shall,  in  his,  its  or  their  own  behalf,  or  as  agent, 
engage  in  the  business  of  making  or  offering  to  make  con- 
tracts, agreements,  trades,  or  transactions  respecting  the 
purchase  or  sale,  or  purchase  and  sale,  of  any  grain,  pro- 
visions, raw  or  unmanufactured  cotton,  stocks,  bonds  or  other 
securities  wherein  both  parties  thereto,  or  such  persons,  asso- 
ciation, co-partnershi]),  or  cor|ioration  above  named,  con- 
template or  intend  that  such  contracts,  agreements,  trades, 
or  transactions  shall  be  or  may  be  closed,  adjusted,  or  set- 
tled, according  or  with  reference  to  the  public  market  quota- 
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tions  of  prices  made  on  any  board  of  trade  or  exchange,  on 
which  the  commodities,  or  securities  referred  to  in  said  con- 
tracts, agreements,  trades,  or  transactions  are  dealt  in,  and 
without  a  bona  fide  transaction  on  such  board  of  trade  or  ex- 
change, or  wherein  both  parties,  or  such  persons,  association, 
copartnership  or  corporation  above  named,  shall  contem- 
plate or  intend  that  such  contracts,  agreements,  trades,  or 
transactions  shall  be  or  may  be  deemed  closed  or  terminated 
when  the  public  market  quotations  or  prices  made  on  such 
board  of  trade  or  exchange  for  the  articles  or  securities  named 
in  such  contracts,  agreements,  trades  or  transactions  shall 
read  a  certain  figure. ' ' 

Another  authority  says  a  bucketshop  is  a  place  where  the 
proprietor  acts  as  principal  and  agent,  in  direct  violation  of 
all  laws  of  states  and  the  commonwealth. 

It  is  hoped  by  those  who  have  studied  this  subject  that, 
for  the  general  good  of  the  countrj^  Washington  will  do 
something  before  adjournment  of  this  Congress  to  pass  laws 
that  will  drive  out  the  bucketshops  and  protect  the  business 
transacted  on  legitimate  exchanges,  which  at  the  same  time 
would  be  a  protection  to  the  public.  One  step  in  this  direc- 
tion suggested  is  a  law  that  would  prohibit  telegraph  com- 
panies from  supplying  exchange  quotations  to  bucketshops 
and  their  so-called  correspondents. 


SECTION  10 

Clipping  From  the  Houston,  Texas,  "Chronicle" 
January  17,  1909. 

Houston,  Tex.,  Jan.  16.— E.  A.  Calvin,  one  of  the  leading 
members  of  the  Texas  Farmers'  Union,  who  formerly  held 
the  office  of  State  President,  and  was  responsible  more  than 
any  other  man  for  the  enactment  of  the  anti-bucket  shop  law 
which  legislated  cotton  future  brokers  out  of  the  State  of 
Texas  two  years  ago,  has  changed  from  his  former  attitude 
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toward  future  dealing,  and  now  advocates  a  modification  of 
the  law.  Mr.  Calvin  maintains  that  his  change  of  position 
is  brought  about  through  the  demonstration  that  the  cessa- 
tion of  future  operations  has  not  had  a  tendency  to  increase 
the  price  paid  to  producers,  but,  on  the  other  hand,  there  haa 
been  a  damaging  depression  manifested  ever  since  the  anti- 
bucket  shop  bill  was  enacted  by  the  Thirtieth  Legislature. 

The  Thirty-first  Legislature  is  now  in  session  at  Austin, 
and  the  developments  here  during  the  past  week  portend  a 
hard  fight  to  either  secure  the  repeal  of  the  law  against 
speculation  in  futures  or  bring  about  its  material  modifica- 
tion. One  of  the  most  surprising  developments  is  Mr.  Cal- 
vin's public  announcement  today  of  his  change  of  heart  in  the 
premises.  The  announcement  came  in  the  nature  of  a  signed 
statement  by  Mr.  Calvin,  which  is  as  follows : 

The  Farmers'  Union  was  organized  in  1903,  and  in  Au- 
gust, 1905,  I  became  its  president. 

One  of,  if  not  the  most,  vital  questions  ever  agitated  by  the 
Farmers'  Union  was  the  abolishment  of  bucket-shops,  and 
the  influence  and  strength  of  the  Farmers'  Union  is  proven 
absolutely  when,  in  their  endeavor  to  abolish  bucket-shops, 
they  not  only  did  so  in  nearly  every  Cotton-growing  State, 
which  was  right  and  ])cnofieial,  but  they  actually  destroyed 
legitimate  speculation  in  Cotton,  which  was  detrimental, 
especially  to  farmers. 

This  now  proven  fact,  while  contrary  even  yet  to  the  ideas 
of  a  few  both  inside  and  outside  of  the  Fanners'  Union,  is 
in  reality  the  only  tangible,  logical  or  sensible  solution  of 
recent  or  present  low  prices  for  Cotton,  and  if  heeded  leads 
to  evolution,  and  if  ignored  to  either  revolution  or  what  is 
even  worse,  dissolution. 

The  world  concedes  and  history  shows  that  one  of  the 
greatest  tests  of  courage  is  to  admit  having  made  a  mistake, 
and  unwillingness  to  rectify  errors  always  leads  to  one  ulti- 
mate result,  disaster. 

Criticism  is  useless  unless  a  remedy  is  suggested  which, 
if  promi)tly  applied,  will  be  useful. 

The  remedy  is  for  Governors  of  all  Cotton-growing  States 
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that  DOW  have  statutes  similar  to  the  anti-option  law  in 
Texas  to  immediately  and  urgentl}'  recommend  the  enact- 
ment of  a  law  that  will  prevent  bucket-shops  operating  with- 
in their  respective  States,  but  will  jjermit  the  buying  or  sell- 
ing Cotton  or  contracts  for  either  present  or  future  delivery 
for  cash  or  on  credit. 

Every  voter  should  constitute  himself  a  committee  of  one 
to  work  in  every  honorable  way  to  secure  the  enactment  of 
such  a  law,  as  the  agricultural  and  business  interests  are 
mutual,  and  all  citizens  are  affected  to  a  certain  extent  by  the 
success  or  failure  of  the  farmer,  who  is  the  corner-stone  of 
all  commercial  prosperity. 

The  Texas  anti-future  law  passed  in  the  Senate  by  the 
narrow  margin  of  one  vote,  and  was  an  untried  measure, 
enacted  in  deference  to  a  public  demand,  originally  created 
by  abuses  of  bucket-shops  and  naturally  encouraged  by  spin- 
ners, that  was  impossible  to  stoij  or  even  check. 

There  are  now  in  Texas  approximately  320  Farmers' 
Union  Cotton  warehouses,  practically  all  of  which  were  built 
during  my  administration  as  j)resident,  and  the  warehouse 
idea  is  correct,  not  only  in  theory,  but  also  in  fact. 

They  furnish  the  best  method  of  reducing  carrying 
charges,  such  as  damage,  loss  in  weight,  interest,  storage, 
insurance,  and  are  particularly  economical,  also  a  peeuliarly 
essential  means  of  judiciously  marketing  a  crop  reciuiring  a 
year  to  consume  that  must  be  sold  at  a  discount  or  held  for 
a  premium  during  the  period  when,  from  necessity  or  choice, 
the  bulk  of  Cotton  is  pressed  for  sale. 

In  the  years  of  1905  and  1906  the  Farmers '  Union  named 
a  minimum  price  of  lie  per  pound  for  Cotton,  and  this  figure 
was  reached,  and  was  obtained  by  various  members  of  the 
Farmers'  Union,  also  others. 

During  the  time  when  the  minimum  price  asked  was  se- 
cured for  Cotton,  trading  in  contracts  was  unrestricted,  and 
subsequent  events  have  demonstrated  conclusively  that  spots 
and  futures  are  so  closely  related  and  absolutely  essential  to 
each  other  that  "united  they  stand  or  divided  thev  fall." 
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The  Texas  anti-future  law  became  effective  July  12,  1907, 
and  on  that  date  July  New  Orleans  Cotton  closed  at  12.85, 
and  then  steadily  declined  until  April  28,  1908,  when  it  sold 
for  8.47,  or  a  decline  of  4  l-2c  per  pound,  or  $22.50  per  bale. 

This  enormous  decline  can  be  attributed  to  any  cause 
desired,  but  the  fact  remains  that  it  occurred  from  the  start 
to  the  finish  of  the  greatest  holding  movement  of  Cotton  by 
farmers,  merchants  and  their  friends  that  ever  was,  or 
probabh'  ever  will  be  known. 

That  this  decline  was  unjustified  is  evidenced  by  the  fact 
that  during  that  year  spinners  consumed  11,885,000  bales  of 
Cotton,  or  313,000  bales  more  than  farmers  produced,  which 
was  only  11,571,916  bales,  and  these  figures  are  by  Secretaiy 
Hester,  the  recognized  standard  authority,  and  since  their  is- 
suance have  been  verified. 

Spinners  were  able  to  depress  prices  by  utilizing  their 
reserve  stocks,  commonly  known  as  the  invisible  supply ;  also 
because  they  knew  ** bearish"  laws  that  permitted  free  sell- 
ing, but  prevented  free  buying,  had  become  effective. 

Fanners  last  spring,  discouraged  from  further  holding 
by  good  crop  prospects  then  in  evidence,  also  forced  to  action 
by  bankers  or  merchants  whose  necessities  were  urgent,  re- 
linquished hope  and  further  effort. 

The  spinner  then  advanced  his  "the  spinners',  not  the 
fanners'  "  Cotton  $15.00  per  bale  in  four  weeks;  for  illustra- 
tion, July  New  Orleans  Cotton  on  April  28,  1908,  was  8.47, 
and  on  May  25,  1908,  was  11.47.  This  occurred  about  as 
promptly  as  could  be  expected,  and  proved  conclusively  the 
intrinsic  value  of  actual  Cotton,  even  under  laws  that  per- 
mitted "bearish"  manipulation,  but  prevented  "bullish" 
speculation  or  buying  on  a  credit. 

The  entire  South  was  honeycombed  with  bucket-shops, 
and  unfortunately  Texas  had  at  one  time  157  of  them,  and 
beyond  any  reasonable  doubt  they  were  the  ])rimary  cause 
of  inflaming  public  sentiment,  and  the  fight  against  bucket- 
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shops  should  be  continued,  but  legitimate  speculation  is  a 
necessity. 

The  majority  of  people  do  not  understand  the  reason  for 
or  details  of  speculation,  consequently  were  unable  to  dis- 
tinguish the  vital  difference  between  a  bucket-shop  and  a 
legitimate  brokerage  office,  so  they  obliterated  both  as  far  as 
in  their  power,  and  the  result  is  now  apparent  to  everybody. 

The  Chicago  Board  of  Trade,  actuated  undoubtedly  by 
self-interest,  labored  faithfully  and  succeeded  partially  in 
causing  the  enactment  of  laivs  in  various  Grain  States  of  the 
Middle  West  that  abolished  bucket-shops,  but  allowed  free 
buying  or  selling,  specidative  or  otherwise. 

This  has  enabled  farmers  last  year  and  this  season  to 
market  the  largest  Grain  crops  of  recent  times  at  the  highest 
average  prices  of  a  decade,  and  present  high  prices  for 
Wieat  and  Corn,  when  compared  with  low  prices  for  Cotton, 
should  cause  food  for  reflection  and  create  an  appetite  to 
search  for  the  reason. 

The  elimination  of  futures  from  any  commodity  of  yearly 
growth  tends  to  create  a  monopoly.  For  example.  Sugar  or 
Tobacco  and  night  riders  in  Cotton  this  fall,  while  wrong, 
were  in  the  minds  of  many  only  an  echo  of  what  may  come 
unless  unwise  laws  are  changed. 

The  magnitude  of  the  Cotton  crop,  also  absolute  necessity 
of  Cotton  Exchanges  or  market  centers  where  buyers  and 
sellers  can  operate  without  restriction,  is  realized  when  the 
present  Cotton  crop,  even  at  the  lowest  prices  that  have  so 
far  prevailed,  will  sell  for  $520,000,000  at  the  ginhouse. 

There  are  apparently  few  who  fully  comprehend  why 
prices  for  everything  *' except  labor  proportionately"  have 
so  greatly  advanced  in  recent  years,  and  the  cause  is  over- 
production of  Gold,  which  until  about  1900  had  been  normal 
for  centuries,  but  was  $425,000,000  last  year.  ''In  1840  it 
was  about  $12,000,000." 

This  decreased  the  purchasing  power  of  the  Gold  standard 
dollar  and  explains  why  small  crops  of  Cotton  sold  at  low 
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prices  years  ago  and  our  very  largest  Cotton  crops  brought 
high  prices,  as  they  recently  did,  when  buyers  and  sellers 
were  equal  and  the  question  of  Gold  joroduction  in  connec- 
tion with  money  standards  seems  one  of  the  gravest  problems 
confronting  humanity  today. 

The  abuses  of  legitimate  speculation  are  of  a  regrettable 
rather  than  preventable  nature,  as  they  to  a  certain  extent 
still  exist. 

Since  the  Texas  anti-option  law  became  effective  farmers 
have  sold  approximately  20,000,000  hales  of  Cotton  at  a  vir- 
tnally  proven  price  from  2c  to  3c  per  pound  below  its  in- 
trinsic value,  and  the  loss  to  farmers  on  this  Cotton  has  been 
from  $200,000,000  to  $300,000,000,  and  of  the  two  evils  choose 
the  least. 

During  the  past  eighteen  months  America  has  had  an 
object  lesson  both  ways.  First,  the  high  prices  for  Grain, 
with  legitimate  speculation,  and  second,  the  low  prices  for 
Cotton,  without  a  fair  amount  of  speculation,  as  while  brokers 
can  be  prevented  within  any  State,  it  requires  national  legis- 
lation to  stop  inter-state  business  or  sending  orders  to  other 
States,  though  this  fact  is  not  fully  understood. 

Germany  as  a  nation  legally  tested  anti-option  laws,  and 
found  them  directly  contrary  to  the  welfare  of  the  German 
farmer,  who  forced  the  Berlin  Bourse  and  speculative  trading 
in  Grain  to  be  re-established. 

The  revision  of  rules  regarding  tlie  delivery  or  accept- 
ance of. Cotton  on  Contract,  which  I  understand  is  now  in 
progress,  should  be  forced  as  a  well-balanced  option  equally 
fair  to  buyer  or  seller  tends  to  build  up  instead  of  tear  down, 
and  future  agitation,  both  literally  and  actually,  should  be 
toward  improvement  in  every  direction. 

Speculation,  as  commonly  known,  is  a  venture  based  on 
calculation  containing  elements  of  reason,  while  gambling  is 
without  calculation  and  simply  blind  chance.  One  is  an  evil, 
the  other  a  necessity.  The  law  condemns  gambling,  but 
should  sustain  speculation. 

The  nominal  leader  of  any  organization  must  and  should 
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bow,  also  work  according  to  the  will  of  the  majority  when  not 
fully  certain  they  are  wrong,  but  when  the  humblest  citizen 
finds  the  enactment  of  an  untried  law  has  proven  unwise  and 
is  sure  he  is  right,  he  can  only  say, ' '  To  err  is  human,  to  for- 
give divine,"  and  work  unceasingly  to  correct  errors  of  the 
head  instead  of  the  heart. 

It  requires  the  courage  of  positive  conviction  for  anyone 
to  admit  having  been  honestly  mistaken.    The  South  had  a 
bucket-shop  sore  on  its  speculative  hand,  and  instead  of  cur- 
ing it  with  the  proper  medicine,  they  cut  off  the  hand. 
Yours  very  truly, 

E.  A.  CALVIN. 


Legiiimate  Exchanges  189 


CHAPTER   FOUR 
Speculation  in  the  Produce  Trade — Its  Value 


SECTION  1 

Relation  of  Speculation  to  Business 

By  Colim  Armstrong 

In  a  Nation  as  aggressive,  progressive  and  restless 
as  ours,  eaeli  day  presents  a  new  issue  of  greater  or  less 
importance.  At  the  inception  of  the  Republic,  the  pre-emi- 
nent issue  was  unjust  taxation  without  representation. 
Sixty  years  later  the  vital  question  was  the  abolition  of 
slavery  and  to-day  we  are  deeply  concerned  with  remedy- 
ing or  eradicating  the  evils  that  were  an  inevitable  concomi- 
tant of  our  marvelously  rapid  and  tremendous  material  de- 
velopment since  the  close  of  the  Civil  War.  ''Reform"  is 
the  cry  of  the  day,  and  as  is  invariably  the  case  when  a 
movement  arouses  the  support  of  a  large  number  of  persons 
and  is  led  by  enthusiastic,  untiring  leadership,  the  impetus 
that  it  acquires  carries  it  beyond  the  bounds  of  reason  and 
desirability.  To  employ  a  trite  simile,  the  pendulum  swings 
too  far  in  one  direction  and  the  mechanism  of  the  commun- 
ity is  deranged,  or  likely  to  be,  if  a  steadying  hand  is  not 
intervened. 

We  began  the  work  of  commercial  or  business  reforma- 
tion some  years  ago,  by  efforts  to  restrain  or  regulate  our 
transportation  industry ;  but  it  was  undertaken  with  the  zeal 
and  spirit  of  demagogism  rather  than  with  statesman- 
ship and  knowledge.  In  consequence,,  our  statute  books 
are  disgraced  with  legislation  that  has  been  difficult  of 
enforcement,  because  even  our  ablest  courts  have  been  un- 
able to  interpret  it  intelligently.  The  work  of  to-day  has 
been  taken  up  and  is  being  conducted  in  much  the  same  un- 
satisfactory way  and  the  measures  proposed  for  the  better- 
ing of  economic  conditions  are  begotten  largely  of  ignor- 
ance and  prejudice.  The  emanations,  or  many  of  them, 
from  our  legislative  bodies,   including  Congress,   seem   to 
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warrant  the  inference  that  a  large  proportion  of  our  law- 
makers are  selected  with  especial  reference  to  their  absolute 
unfitness  to  deal  wisely  and  intelligently  with  economic 
problems. 

One  of  those  problems  which  both  our  State  and  National 
legislators  have  undertaken  to  solve  is  not  the  relation  of 
speculation  to  business,  but  the  suppression  of  speculation 
without  any  regard  to  its  relation  to  our  commercial  and 
financial  methods  and  requirements.  This  movement  has 
also  been  accompanied  by  violent  denunciations  and  whole- 
sale condemnations  that  have  betrayed  either  pitiable  ignor- 
ance or  a  willful  and  malicious  perversion  of  facts.  This 
is  no  new  manifestation.  This  sort  of  thing  has  been  going 
on  in  a  desultory  way  in  the  press  and  in  pulpit,  as  well  as  in 
legislative  halls  these  many  years.  Tlierefore  it  is  not  sur- 
I^rising  that  a  great  many  persons  have  no  conception  what- 
ever of  the  difference  between  gambling  and  speculation,  of 
the  relation  of  speculation  to  business  or  of  the  value  and 
important  part  played  in  our  business  life  and  development 
by  the  established  exchanges  and  international  market  places. 

The  situation  now,  however,  has  become  acute,  because 
of  the  extent  and  intensity  of  the  agitation  and  probability 
of  the  enactment  of  unwise  and  detrimental  laws  in  re- 
sponse to  an  uninformed  and  inflamed  popular  clamor.  It 
is  imperative,  therefore,  that  every  man  who  desires  to 
serve  his  countiy  best,  conserv^e  his  own  interests  and  pro- 
mote his  own  future  should  study  the  question  under  con- 
sideration most  carefully  and  in  the  light  of  all  the  in- 
formation obtainable.  For  if  some  of  the  measures  now  un- 
der discussion  with  the  view  to  their  enactment  into  law 
should  be  placed  on  our  statute  books,  the  business  of  the 
country  would  first  be  demoralized,  in  fact  absolutely  para- 
lyzed, and  then,  in  so  far  as  others  are  able  to  handle  it, 
driven  to  other  countries.  Let  us  hope  that  this  disaster 
will  not  overtake  us;  let  us  all  strive  to  avert  it,  that  the 
''common  sense  of  most  may  hold  a  fretful  realm  in  awe." 

The  intentions  of  the  would-be  economic  reformers  ap- 
pear to  have  cystalized  into  two  propositions,  both  having 
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the  same  end  in  view,  namely:  the  restriction,  if  not  the 
abolition  of  speculative  operations  in  securities  and  in  com- 
modities. The  first,  it  is  suggested,  shall  be  accomplished 
by  a  special  tax  which  it  is  assumed  will  be  virtually  pro- 
hibitive of  the  transactions  criticised  and  the  other  by  abol- 
ishing dealings  in  futures  in  grain,  cotton  and  similar  crude 
or  raw  products  that  are  among  the  necessaries  of  life.  "We 
shall  discuss  them  in  reverse  order,  that  is,  take  up  the  com- 
modity proposition  first. 

As  bankers  more  or  less  progressed  in  your  respective  ca- 
reers you  must  be  familiar  with  the  immense  amounts  of 
money  that  are  required  to  handle  the  commerce  of  this 
country  and  with  the  manner  in  which  these  amounts  are  got- 
ten together,  distributed,  supplied  and  kept  in  circulation,  so 
that  each  dollar  may  do  to  the  utmost  the  work  that  it  was  de- 
signed to  do.  You  can  appreciate,  too,  more  vividly  than 
many  others,  what  the  etfect  upon  business  would  be  if 
every  commercial  and  financial  transaction  had  to  be  for 
cash;  if  there  were  no  provision  for  contracts  for  future 
delivery;  if  every  enterprise  and  undertaking  had  to  be 
financed  with  cash  in  the  hands  of  those  who  are  conduct- 
ing them,  that  is,  if  the  buyers  of  securities  based  or  predi- 
cated upon  great  public  service  or  transportation,  or  indus- 
trial works  could  not  add  to  their  own  resources  the  larger 
amounts  which  you  are  the  custodians  of  for  the  sole  pur- 
pose of  assisting  in  the  business  progress  and  development 
of  the  countr\\  Surely,  the  earth  would  seem  to  ''stand  at 
gaze  like  Joshua's  moon  in  Adjelon." 

Let  us  dip  into  the  past  for  the  genesis  of  speculation. 
AVe  find,  as  is  the  case  today,  that  every  act  or  move  in 
human  life  is  based  upon  expectation,  which  means  that 
there  is  an  element  of  uncertainty  in  every  human  under- 
taking. It  is  literally  true  that  **  there  is  nothing  certain 
but  death  and  taxes."  It  was  with  the  view  of  making  his 
own  future  more  certain  and  more  comfortable,  as  well  as 
that  of  others,  for  without  others  there  would  have  been 
no  basis  for  the  scheme,  that  the  savage,  as  intelligence  be- 
gotten of  experience  began  to  flit  though  his  skull,  sought 
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to  produce  from  the  soil  or  from  the  chase  more  than  enough 
for  his  own  immediate  needs.  He  began  to  be  forehanded  for 
himself  and  then  for  others,  for  the  days  of  bartering 
had  begun  to  dawn  and  the  men  had  begun  to  discover  their 
own  varying  capabilities  and  skillfulness.  This  tendency 
grew  apace  until  as  far  back  as  the  days  of  Aristotle  we 
find  a  sagacious  Greek  merchant  contracting  for  the  oper- 
ation of  the  olive  oil  presses  of  Miletus  a  year  in  advance. 
It  was  speculation  pure  and  simple,  and  it  was  business, 
too,  though  we  don't  happen  to  know  whether  he  made  or 
lost  by  the  venture.  Then  we  come  down  to  the  days  when 
the  Holland  whalers  used  to  contract  for  the  sale  of  their 
return  cargoes  when  they  set  out  to  get  them.  The  real  in- 
tention of  these  transactions  was  to  minimize  fluctuations, 
always  a  desirable  element  in  commerce.  In  the  early  days 
of  England's  great  traffic  with  the  East  Indies,  the  cargoes 
to  arrive,  or  portions  of  them,  were  dealt  in  the  form  of  war- 
rants which  described  the  goods  and  their  probable  date  of 
arrival.  In  this  way  it  was  possible  for  merchants  to  anti- 
cipate their  requirements,  a  perfectly  proper  thing  to  do,  and 
the  practice  also  enabled  the  shipping  interests  and  the  im- 
porters to  finance  their  operations. 

These  same  ship-owners  and  merchants  were  responsible 
for  the  creation  of  a  form  of  speculation  that  had  not  existed 
before  their  time,  but  which  has  since  become  one  of  the  most 
important  factors  in  our  commercial  life,  namely,  insurance. 
On  account  of  the  great  risks  that'  sailing  vessels  operated 
under  in  those  days,  these  ship-owners  and  merchants  con- 
ceived the  idea  of  pooling  their  interests  to  an  extent  by 
putting  up  a  certain  amount  of  money,  each  against  his  own 
interest,  in  the  vessels  and  cargoes  in  transit,  so  that  in  case 
any  loss  was  sustained,  it  could  be  divided  pro  rata  among 
the  group.  This  was  speculation  in  its  simplest  form  and 
also  the  simplest  form  of  distributing  risks  and  losses,  out 
of  which  our  present  comprehensive,  perfect  and  economical 
system  of  insurance  has  been  evolved.  It  is  evident  from 
this  brief  description  of  the  inceptiMi  of  insurance,  that  life, 
as  well  as  fire  and  marine  insurance  are  entirely  speculative 
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operations,  carrj'ing  with  tliem  tlie  great  benefit  of  putting 
money  where  it  is  most  required  in  the  event  of  a  loss  being 
sustained. 

The  practice  of  dealing  in  futures  received  its  greatest  im- 
petus with  the  development  of  steam  transportation  and  the 
telegraph,  and  in  the  last  direction  with  the  establishment 
of  intercontinental  cable  facilities.  All  of  these  innovations 
brought  the  civilized,  that  is,  the  commercial  world  into  closer 
touch  and  enabled  men  to  act  with  more  complete  and  im- 
mediately available  information  than  ever  before,  and  hence 
more  intelligently.  Commerce  was  quick  to  adjust  itself  to 
the  new  order  of  things  and  in  due  time  the  machinery  or 
devices  for  eciualizing  the  markets  for  commodities  was  estab- 
lished and  put  into  world-wide  use.  In  consequence,  though 
prices  fluctuate  from  day  to  day,  they  are  practically  upon 
a  parity  at  all  market  centers,  hence  the  various  markets 
may  be  regarded  as  a  whole,  all  influenced  by  the  current 
developments  affecting  supply  and  demand.  It  has  taken 
years  to  build  up  and  perfect  this  method  of  marketing  and 
distributing  the  world's  output  of  staple  products.  By  means 
of  it  risks  are  minimized  and  both  producer  and  consumer  are 
benefited,  for  obviously  supply  and  demand  are  brought  more 
nearly  into  equilibrium  than  ever  before. 

Until  present  facilities  for  transportation  and  communica- 
tion were  developed,  the  bulk  of  speculative  transactions  in 
commodities  were  based  upon  the  probable  profits  in  trans- 
ferring those  commodities  from  the  places  where  they  were 
the  most  abundant  to  other.s  where  they  were  needed.  In 
other  words,  opportunities  of  commerce  consisted  chiefly  of 
bringing  surplus  supplies  to  localities  where  a  deficit  existed. 
Now  the  markets  and  the  great  producing  tracts  of  the  world 
are  so  close  to  one  another  that  tlie  question  of  time  rather 
than  distance  is  the  chief  controlling  factor.  For  example, 
the  grain  or  cotton  factor  in  Liverpool  or  in  any  other  mar- 
ket is  able  from  the  data  that  comes  to  him  from  day  to  day, 
to  form  an  estimate  of  the  requirements  of  the  various  im- 
porting countries  and  of  the  probable  supi»lies  that  the  usual 
surplus-producing  countries  may  furnish. 
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These  conditions,  as  we  all  know,  are  constantly  ichang- 
ing,  and  it  is  the  function,  indeed  it  is  practically  the  duty, 
of  merchants,  manufacturers,  original  buyers  of  products 
and  middle  men  to  watch  and  take  advantage  of  these  condi- 
tions. If  they  had  not  the  legitimate  incentive  of  profit  to 
do  so,  the  world  would  be  very  badly  served  in  the  matter 
of  supplying  it  with  the  necessaries  of  life.  To  take  advan- 
tage, or  to  attempt  to  take  advantage  of  varying  crop  condi- 
tions, those  who  are  engaged  in  feeding  and  clothing  the 
world  must  obviously  be  in  a  position  to  make  contracts 
for  the  purchase  and  sale  of  commodities  for  future  deliv- 
ery, each  according  to  his  own  idea  of  the  future.  Then  as 
time  goes  on  and  the  buyer  may  find  that  he  has  over-es- 
timated the  demand  or  underestimated  the  supply,  he  is  in  a 
position  to  extricate  himself  by  disposing  of  all  or  a  part  of 
his  future  contracts  to  those  who  may  ultimately  have  need 
of  the  goods  called  for  by  the  contracts,  or  it  may  be  to  those 
whose  views  of  the  future  of  the  market  are  at  variance 
with  tho(Se  of  the  seller. 

These  varying  views  of  the  markets  and  of  supply  and 
demand  always  exist  and  always  will  and  without  them  trad- 
ing would  be  practically  at  a  standstill,  and  it  is  perfectly 
legitimate  for  those  who  entertain  them  to  give  expression 
to  them  by  selling  and  buying,  not  only  commodities,  but 
merchandise  of  all  kinds  and  securities.  By  doing  so,  losses 
are  minimized  and  distributed  in  a  declining  market  and  so 
are  profits  in  a  rising  one.  Nor  does  it  make  any  difference 
that  some  of  the  sellers  are  not  actual  producers  of  the  goods 
sold  and  some  of  the  buyers  are  not  actual  manufacturers 
requiring  raw  material,  or  merchants  engaged  in  distribut- 
ing finished  products.  This  class  of  dealers  who  may  be 
described  as  speculators  pure  and  simple  perform  the  useful 
function  of  helping  to  steady  the  various  markets  either  by 
purchasing  when  prices  are  in  their  judgment  low  enough 
or  by  selling  when»  they  believe  prices  are  unwariantedly 
high.  In  all  cases,  the  buyer  becomes  possessed  temporarily 
of  the  goods  he  buys,  that  is,  he  has  bound  himself  legally 
to  take  them  over  at  the  maturity  of  the  contract  and  he  is 
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held  for  the  carrying  charges  which  go  into  the  price  of 
every  article  traded  in,  yet  which,  in  the  case  of  a  loss  on 
the  part  of  a  seller,  is  borne  by  him,  while  the  next  purchaser, 
and  possibly  the  consumer  in  the  end,  has  the  advantage  of 
that  loss  as  represented  in  the  lower  price. 

Speculators  who  in  large  numbers  intervene  between  the 
actual  jDroducer  and  the  ultimate  consumer  really  take  and 
bear  the  burden  of  the  constant  and  great  risks  that  exist 
between  what  we  may  describe  as  the  two  terminal  points 
in  every  industry.  Yet  it  is  worth  noting  that  speculation 
is  not  possible  in  all  products,  but  only  in  those  that  are  pro- 
duced in  enormous  quantities  and  for  which  there  is  a  world- 
wide demand  and,  only  in  those  that  when  properly  cared 
for  are  not  subject  to  deterioration.  It  should  be  further 
noted  that  speculation  in  these  commodities  is  not  responsible 
for  the  fluctuations  in  their  value.  On  the  contrary,  it  is 
the  absolutely  natural  fluctuations  in  them  that  invite  specu- 
lation, and  speculation  in  turn  has  performed  the  valuable 
service  for  producers,  manufacturers  and  consumers  of  bring- 
ing to  bear  upon  the  market  an  aggregation  of  intelligence, 
capital  and  divergent  views  that  according  to  statistics,  com- 
piled in  some  cases  for  nearly  a  hundred  years  past,  has 
resulted  in  an  almost  constant  narrowing  of  fluctuations  in 
the  great  commodity  markets.  This  certainly  is  a  most  de- 
sirable accomplishment. 

Of  course  there  have  been  occasions  when  the  system  of 
dealings  by  contracts  has  been  abused  and  its  machinery 
deranged  temporarily  by  reckless  manipulation  having  for 
its  object  the  cornering  of  a  certain  product.  This  has  been 
unavoidable,  since  like  every  other  human  device  or  method, 
markets  and  transactions  in  them,  no  matter  how  carefully 
they  may  be  regulated  by  government  laws  and  commoroial 
rules,  are  oj^en  to  abuse,  just  as  the  instincts  of  living  and 
of  reproducing  life  are  constantly  abused  by  gourmands, 
drunkards  and  licentious  men  and  women.  Fortunately,  few 
corners,  either  in  commodities  or  in  securities,  have  been  suc- 
cessful; and,  tliough  laws  have  been  enacted  against  them, 
the  most  potent    deterrent    is    enlightened    public    oi)inion 


198  The  Functions  of  the 

which  condemns  and  discountenances  them  as  ethically  wrong 
and  detrimental  to  the  general  well-being  of  the  community. 

While  it  is  true  that  in  these  reprobated  operations  the 
chief  losers  are  speculators,  and  the  profits,  if  any,  are  in 
the  main  the  transfer  of  capital  from  one  group  of  specula- 
tors to  another,  legitimate  trade  and  actual  dealers  as  well  as 
producers  and  consumers  suffer  as  well,  temporarily  at  least. 
It  is  to  be  hoped,  therefore,  that  public  sentunent  disapprov- 
ing of  such  operations  will  continue  to  grow  and  become  even 
more  pronounced  than  at  present,  80  that  the  banker  who 
places  any  part  of  the  funds  or  of  the  facilities  under  his  con- 
trol at  the  service  of  corner-conspiring  speculators,  will  be 
as  severely  condemned  and,  if  possible,  as  severely  punished 
as  if  he  had  been  found  flagrantly  dishonest. 

At  this  point  it  seems  desirable  to  take  up  the  subject  of 
marginal  trading,  without  which  it  would  be  impossible  to 
work  a  corner.  Moreover,  without  the  marginal  system  it 
would  be  impossible  to  conduct  the  business  of  the  world. 
Dealings  on  margin  are  simply  credit  transactions,  differing 
only  in  form  from  those  that  are  made  by  dealers  or  investors 
in  real  estate,  by  manufacturers!  and  merchants  the  world 
over.  On  Monday  of  this  week  the  Supreme  Court  of  the 
United  States  rendered  an  important  decision  upon  this  point 
in  the  case  of  a  member  of  the  New  York  Stock  Exchange 
against  a  Boston  broker  who  had  bought  stocks  for  him  on 
margin  and  then  became  a  bankrupt.  The  Court  held  that 
the  purchaser  was  entitled  to  take  up  the  stock  by  paying 
the  balance  of  the  purchase  price,  exactly  as  if  the  transac- 
tion had  been  a  loan,  and  that  by  doing  so  he  did  not  attain 
th^  position  of  a  preferred  creditor  nor  would  the  transac- 
tion be  detrimental  to  the  rights  of  the  creditors  of  the  bank- 
rupt broker.  It  has  been  suggested  that  speculators  be  com- 
pelled to  limit  the  risks  they  take  to  the  amount  of  their  own 
capital.  Yet  we  have  seen  that  they  actually  own  or  have 
contracted  to  own  valuable,  tangible  property,  grain,  cotton 
or  stocks  or  even  real  estate.  How  then  are  you  going  to 
find  them  out  or  differentiate  them  from  the  man  who  bor- 
rows money  to  help  buy  his  raw  material  and  meet  his  pay 
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rolls  until  lie  can  manufacture  and  sell  his  finished  products ; 
or  from  the  jobber  who  takes  those  products  over  to  distrib- 
ute them  among  retailers,  buying  them  to  an  extent  on  credit, 
and  again  selling  them  on  credit,  the  entire  chain  being  de- 
pendent upon  the  ultimate  cash  payments  of  the  consumers! 
As  a  matter  of  fact,  the  entire  business  of  the  world  is  con- 
ducted on  a  marginal  basis ;  in  other  words,  on  credit,  and 
the  moment  that  a  community  begins  to  exact  spot  cash  pay- 
ments because  of  an  impairment  of  credit,  that  is,  of  confi- 
dence, trouble  like  that  which  we  witnessed  last  Fall  begins 
and  all  business  is  thrown  out  of  gear.  There  is  not  money 
enough  in  the  world  to  transact  its  business  on  a  cash  basis. 

Efforts  to  prohibit  si^eculation  are  almost  as  old  as  the 
hills,  running  back  to  the  time  that  Holland,  in  consequence 
of  the  tulip  mania,  enacted  certain  laws  forbidding  specula- 
tion, especially  in  grain.  This  was  back  in  the  17th  century. 
In  the  early  part  of  the  18th  century,  the  British  Parliament 
passed  a  law  providing  that  contracts  for  the  sale  of  securities 
should  be  void  if  the  seller  was  not  possessed  of  the  securities 
that  he  sold  at  the  time  he  made  the  contract.  The  penalty 
was  £500,  or  practically  $2,500  for  each  offense.  This  law 
remained  on  the  statute  books  until  about  fifty  j^ears  ago, 
during  all  of  which  period  it  was  a  dead  letter  and  it  was 
then  repealed.  The  State  of  New  York,  in  1812,  enacted  a 
law  against  short  sales,  but  it  was  repealed  in  1858. 

The  most  recent  prohibition  of  legitimate  si>eculative 
transactions  was  that  undertaken  by  Gennany  near  the  close 
of  the  last  century.  In  1896  the  Agrarian  party  forced  the 
enactment  of  a  law  restricting  dealings  in  futures  in  grain. 
In  the  following  crop  year  the  market  for  wheat,  being  de- 
prived of  its  usual  commercial  speculative  support  by  the 
dissolution  of  the  Berlin  Produce  Exchange  and  similar  or- 
ganizations tliroughout  the  German  Empire,  was  abnormally 
depressed  and  farmers  sold  their  product  at  unprofitable 
prices.  Large  amounts  of  breadstuffs  were  exported  at  the 
lowest  prices.  I>.ater  in  the  same  cro})  year  a  domestic  scar- 
city developed  and  Germany  had  to  repurchase  from  other 
countries,  at  a  sharp  advance  in  price,  fully  as  much  as  she 
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had  sold.  All  economic  experts  agree  that  had  there  been 
a  free  market  for  grain  in  Germany,  this  misfortune  would 
not  have  taken  place,  nor  would  the  wide  fluctuations  in 
price  have  occurred.  Large  dealers  would  have  bought  from 
smaller  ones  for  future  delivery  and  thus  the  farmer  would 
have  obtained  better  prices  than  he  did  receive  and  the 
early  yield  would  have  been  kept  in  the  country  for  its  later 
needs,  which  would  obviously  have  been  of  advantage  to  the 
consumer. 

The  same  law  also  prohibited  speculative  dealings  in  min- 
ing and  industrial  shares  and  placed  such  annoying  and 
expensive  conditions  upon  marginal  and  future  contract  deal- 
ings in  other  securities  as  to  virtually  prohibit  them.  In 
consequence  a  large  number  of  the  smaller  brokers  in  secur- 
ities were  driven  out  of  business  and  the  larger  ones  took 
to  dealing  for  cash  in  connection  with  the  banks.  Obviously 
this  narrowed  the  market  and  constantly  tied  up  large 
amounts  of  money.  It  has  required  ten  years  of  costly 
experience  to  convince  the  Teutons  of  the  folly  of  trying  to 
legislate  a  legitimate  and  necessary  adjunct  of  business  out 
of  existence.  A  measure  amending  and  virtually  repealing 
the  legislation  of  1896  is  now  pending  in  the  Eeichstag  and 
the  indications  are  that  it  will  be  passed.  The  strongest 
argument  advanced  in  favor  of  it  is  that  in  event  of  war  the 
Government  will  absolutely  require  a  broad  and  free  market 
with  a  large  aggregation  of  small  brokers  and  investment 
dealers  to  facilitate  the  work  of  distributing  and  placing  the 
loans  that  would  have  to  be  made.  It  is  even  admitted  that 
the  speculator  would  be  needed  to  minimize  the  fluctuations 
in  Government  issues  and  to  absorb,  temporarily  at  least,  the 
various  other  securities  that  holders  might  wish  to  sell  to 
take  advantage  of  the  opportunity  to  invest  in  German  bonds 
either  because  of  their  cheapness  or  for  patriotic  reasons. 
In  brief,  German  statesmen  are  coming  to  their  senses,  just 
at  a  time  when  some  of  ours  appear  to  be  losing  them. 

An  exceedingly  vivid  illustration  of  the  mischief  that  may 
be  caused  by  efforts  to  interfere  with  the  free  and  natural 
workings  of  the  law  of  supply  and  demand  was  furnished 


Legitimate  Exchanges  201 

in  this  country  near  the  close  of  the  Civil  War,  when  the 
large  issue  of  paper  currency  forced  gold  out  of  circulation 
and  placed  it  upon  a  commodity  basis.  It  was  assumed  by 
Congress  that  the  high  price  of  gold,  in  other  words  the 
premium  on  it,  was  due  in  large  part  to  speculative  opera- 
tions, hence  a  law  prohibiting  speculation  in  it  was  enacted. 
Deprived  of  their  former  privilege  of  dealing  with  money, 
brokers  and  bankers  who  had  been  trading  in  gold  as  a  com- 
modity', merchants  and  others  who,  from  the  nature  of  their 
business,  were  constantly  making  commitments  abroad  for 
merchandise,  had  to  secure  the  gold  they  needed  to  meet 
those  commitments  themselves,  and  in  a  market  in  which 
there  was  no  possibility  for  the  expression  of  divergent  views. 
That  is,  speculators  who  thought  gold  was  temporarily  too 
high  or  knew  where  to  command  future  supplies  from  Europe 
or  from  the  mine  were  debarred  from  selling,  and  therefore 
could  not  check  the  advance  caused  by  the  demand.  In  con- 
sequence the  premium  on  gold  was  doubled  in  two  weeks 
from  100  to  200%,  a  development  that  resulted  in  the  hasty 
repeal  of  the  law. 

Two  years  later  the  Government  again  attempted  to  in- 
fluence the  same  market  because  the  administration  thought 
that  the  high  premium  on  gold  was  largely  the  result  of 
speculative  operations.  It  did  so  by  throwing  upon  the  mar- 
ket some  of  the  gold  in  the  Treasury.  Naturally  the  price 
declined  and  great  credit  was  claimed  for  thwarting  the  as- 
sumed plans  of  speculators  in  the  metal.  But  when,  shortly 
after,  a  European  war  increavSed  the  worldwide  demand  for 
gold,  this  country,  to  preserve  the  necessary  gold  reserve 
against  its  paper  currency,  had  to  repurchase  a  large  amount 
of  it  at  higher  prices  than  it  obtained  for  what  it  had  sold. 
Then  the  premature  exultation  ceased  and  the  logical  view 
began  to  obtain,  that  the  Government  might  better  have  left 
the  market  in  the  hands  of  regular  dealers  and  speculators 
for  daily  readjustment  according  to  var^'ing  views  and  con- 
stantly changing  conditionf. 

There  are  in  certain  states  laws  that  restrict  speculation 
to  an  extent.     The  oldest  is  that  contained  in  the  Constitu- 
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tion  of  the  State  of  California,  which  prohibits  dealings  in 
stocks  on  margin  for  future  delivei*y.  This  was  incorporated 
in  that  document  in  the  days  when  mining  was  the  principal 
industry  of  the  state  and  for  the  reason  that  mines  and 
mining  claims  were  flagrantly  overcapitalized  by  unscrupu- 
lous promoters  and  the  shares  thus  created  were  sold  broad- 
cast throughout  the  state  to  the  great  detriment  of  the  pros- 
perity and  morals  of  its  citizens.  This  constitutional  pro- 
vision reads:  ''All  contracts  for  the  sale  of  shares  of  the 
capital  stock  of  any  corporation  or  association  on  margin 
or  to  be  delivered  at  a  future  day  shall  be  void,  and  any 
money  paid  on  such  contract  may  be  recovered  by  the  party 
paying  it  by  suit  in  any  court  of  competent  jurisdiction. ' ' 

This  provision  was  sustained  by  the  Supreme  Court  of 
the  United  States  in  1903  on  the  ground  that  at  the  time 
the  Constitution  was  enacted  marginal  trading  in  stocks  was 
bad  for  the  state  because  of  the  infinite  disaster  to  its  people, 
and  while  a  temporary  enactment  might  have  served  the  pur- 
pose, it  is  hard  to  distinguish  legally  against  a  permanent 
one.  The  argument  against  the  provision  was  that  it  was  a 
discriminating  one  in  that  it  did  not  include  commodities, 
real  estate  and  other  forms  of  property,  and  was  therefore 
contrary  to  the  first  section  of  the  Fourteenth  Amendment  to 
the  Constitution  of  the  United  States,  which  guarantees  equal 
rights  of  contract,  and  that  the  prohibition  of  all  sales  on 
margin  bears  no  reasonable  relation  to  the  evil  sought  to  be 
cured.  The  court  held  that  while  no  state  can  interfere  with 
private  business  except  for  the  public  safety,  health  and 
morals,  the  mere  assertion  that  a  moral  end  is  to  be  attained 
is  not  conclusive.  But  in  this  case  peculiar  conditions  in 
California  were  shown  that  furnished  reasonable  ground  for 
the  discrimination. 

A  similar  decision  was  rendered  by  the  same  Court  of  last 
resort  in  1902  in  a  case  that  was  brought  to  test  the  constitu- 
tionality of  the  Illinois  statute  prohibiting  dealings  in  op- 
tions on  grain,  stocks,  gold  and  similar  articles.  In  this  case 
the  court  said:  ''If  the  State  thinks  that  a  certain  admitted 
evil  cannot  be  reached  unless  that  calling  be  actually  prohib- 


Legitimate  Exchanges  203 

ited,  tlie  courts  cannot  interfere,  unless  looking  through  mere 
forms  at  the  substance  of  the  matter,  they  can  say  that  the 
statute,  enacted  professedly  to  protect  the  public  morals,  has 
no  real  or  substantial  relation  to  that  object,  but  is  a  clear, 
unmistakable  infringement  of  rights  secured  by  the  funda- 
mental law."  The  statute  was  upheld.  Illinois  also  has  a 
law  that  differences  accruing  in  favor  of  those  who  manipu- 
late a  "corner"  in  commodities  or  stocks  cannot  be  collected. 
It  appears  from  the  foregoing  that  marginal  transactions, 
which  are  really  credit  transactions,  when  they  contain  the 
element  of  future  delivery,  and  also  dealings  in  options,  can 
be  prohibited  by  law  if  it  can  be  shown  conclusively  that 
they  are  detrimental  to  the  community  as  a  whole. 

A  phase  of  marginal  dealings  that  requires  attention  is 
short  selling,  that  is,  sales  made  in  the  expectation  of  pur- 
chasing the  iH'operty  sold  at  a  lower  price  in  the  near  or 
remote  future.  This  comes  more  nearly  under  the  head  of 
gambling  than  the  purchase  of  commodities  or  securities  on 
margin  solely  in  expectation  of  a  profit  on  the  transaction 
and  with  no  relation  to  the  real  business  of  the  market  in 
which  the  purchase  is  made.  It  is  frequently  asserted  that 
it  is  immoral  for  a  man  to  sell  what  he  does  not  possess,  but 
hopes  to  acquire  through  the  misfortune  of  others.  This  is 
hardly  a  fair  statement  of  the  case.  In  a  market  that  is  broad 
enough  in  its  scope  and  fluctuations  to  attract  speculation, 
there  is  always  an  element  that  ig  ready  to  make  commit- 
ments in  expectation  of  a  decline  in  prices,  just  as  there  is 
an  element  that  is  hopeful  of  an  advance.  If  this  were  not 
the  case  there  would  be  no  speculation.  Now  the  sellers  can- 
not always  be  confined  to  tliose  who  are  satisfied  with  their 
profits  or  who  are  constrained  to  take  losses,  since  neither 
of  those  transactions  is  made  with  reference  to  ])ossiblQ 
profits  through  a  decline  in  prices.  Tlie  one  who  takes  this 
last  described  position  is  the  short  seller.  And  it  does  not 
follow  tliat  by  doing  so  he  seeks  to  i>rofit  l»y  tlio  misfortunes 
of  others.  He  takes  tlie  same  sort  of  risk  that  the  buyer  takes 
and  one  of  them  must  be  wrong,  and  he  is  as  likely  to  be  the 
one  who  sufTers  as  the  other  who  buys  what  he  is  willing  to 
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sell.  It  may  be  that  he  bases  his  sale  upon  his  estimate  or 
belief  that  the  grain  or  cotton  crop  of  the  world  will  be  larger 
than  others  estimate  it  or  he  may  have  early  information  or 
pronounced  views  regarding  the  financial  or  business  condi- 
tions of  the  corporation  in  the  securities  of  which  he  is  deal- 
ing. He  may  be  influenced  by  his  views  of  the  money  market 
or  knowledge  of  dangerous  market  conditions.  Any  one  or 
more  of  a  number!  of  circumstances  may  determine  him  to 
take  the  risk  that  he  does. 

Now  what  is  the  effect  of  these  operations  in  the  aggre- 
gate? If  they  are  made  in  a  rapidly  rising  or  buoyant  mar- 
ket they  tend  to  check  an  advance  which  may  not  be  entirely 
warranted,  but  due  to  excited  sentiment,  as  is  frequently  the 
case,  or  by  bold  and  effective  manii^ulation.  In  either  case 
they  serve  to  check  the  advance  and  to  that  extent  they  are 
salutary,  because  they  help  to  minimize  fluctuations,  and  so 
far  as  commodities  are  concerned,  to  keep  prices  down,  which 
is  to  the  interest  of  the  consumer.  If  the  operations  are  in 
stocks,  they  help  to  lessen  the  dangers  of  the  market,  since 
the  sellers  must  eventually  become  buyers.  If  the  untoward 
conditions  that  are  expected  materialize,  the  buying  against 
short-sales  is  always  an  im^Dortant  factor  in  breaking  the 
force  of  a  declining  market,  and  oftentimes  it  actually  coun- 
teracts panicky  conditions.  Yet  the  ''bears,"  as  short-sellers 
are  called  in  the  vernacular  of  the  markets,  are  universally 
condemned,  and  by  those  who  happen  to  have  espoused  the 
losing  side  of  the  market,  in  emphatic  and  unequivocal  lan- 
guage. On  the  other  hand,  it  is  interesting  to  note  that  one 
of  our  foremost  authorities  on  economics  says:  "Perhaps 
the  most  potent  influence  in  preventing  wide  fluctuations  is 
the  much  maligned  short-seller.  It  is  he  who  keeps  prices  down 
by  his  short  sales,  and  then  keeps  them  strong  by  his  cover- 
ing purchases.  This  is  especially  true  in  the  case  of  inflation 
followed  by  panic.  Thus  prices  at  both  ends  of  a  panic  are 
less  extreme  than  they  would  be  without  short-selling.  Un- 
der organized  speculation  both  the  sanguine  and  the  skeptical 
elements  are  duly  represented.  Every  decided  rise  or  fall 
in  values  is  fought  by  one  party  or  the  other. ' ' 
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The  money  that  changes  hands  in  such  contests,  and,  in 
fact,  in  consequence  of  the  fluctuations  that  are  constantly 
taking  place  in  all  of  the  markets,  simply  passes  from  one  set 
of  speculators  to  another.  Were  this  confined  to  professional 
operators,  neither  the  public  nor  our  legislators  would  care. 
It  is  only  when  the  outsider,  the  public,  is  "stung,"  to  use 
a  modern  colloquialism,  that  the  air  is  rent  with  lamentations 
and  adjurations  and  all  markets  into  which  speculation  en- 
ters, and  those  who  form  a  part  of  their  machinery  for  doing 
business,  are  condemned  and  damned  without  rhyme  or  rea- 
son. No  one  has  an  unkind  word  to  say  against  Wall  Street, 
the  Stock  Exchange,  the  Boards  of  Trade  or  the  Cotton  Ex- 
change if  his  ventures  are  successful,  neither  does  ha  give 
them  credit  for  as  much  as  furnishing  the  practically  perfect 
facilities  for  conducting  his  operations.  The  successful 
''dabbler"  in  these  markets  always  takes  all  the  credit  to 
himself.  His  winnings  are  due  entirely  to  his  own  foresight, 
sagacity  and  superior  knowledge. 

Hence  I  maintain  that  the  animadversions  hurled  at  the 
Stock  Exchanges  and  similar  organizations  in  which  specu- 
lation is  an  inseparable  concomitant,  and  \vhich  find  their 
echoes  in  legislative  halls,  are  simply  the  pleadings  of  the 
baby  act.  The  public  don't  have  to  speculate  and  no  serious 
or  concerted  effort  is  made  by  reputable  brokers  to  induce  it 
to  do  so.  They  don't  have  to  make  any  such  effort.  If  the 
public  hasn't  money  to  play  with  in  the  markets  it  keeps 
away  from  them,  and  if  it  has  the  money  it  can't  be  kept  away. 
Of  course,  every  broker  makes  it  his  business  to  serve  his 
customers  to  the  best  of  his  ability  and  supply  them  with  all 
of  the  infonnalion  he  can  secure.  But  I  doubt  if  any  consid- 
erable proportion  of  their  number  deliberately  advise  people 
to  start  upon  a  speculative  career.  They  know  its  dangers 
and  temptations  too  well,  and  though  they  make  their  living 
by  executing  orders  they  do  not  as  a  rule  engage  in  "puU- 
ing-in"  practices. 

In  my  opinion,  the  bad  name  that  has  been  given  to  the 
great  markets  of  the  land,  and  particularly  to  the  New  York 
Stock  Exchange  as  the  great  center  of  speculation,  by  the 
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pulpit,  the  press,  by  politicians  and  would-be  statesmen,  is 
due  to  a  lack  of  information  or  differentiation.  "Wliile  the 
public  loses  plenty  of  its  money  through  its  ventures  in  the 
offices  of  reputable  brokers,  its  largest  losses  in  the  aggre- 
gate are,  in  my  judgment,  made  through  bucket-shops,  get- 
rich-quick  schemes,  alleged  information  bureaus,  fake  min- 
ing promotions  and  the  host  of  ingenious  plots  that  are 
hatched  and  put  forth  from  Wall  Street  to  stimulate  the  ava- 
rice and  appeal  to  the  cupidity  of  mankind.  It  is  natural  and 
logical  that  theise  parasites  upon  the  thrift  and  industry  of 
the  country  should  locate  in  Wall  Street,  as  the  name  is  one 
to  conjure  with  and  calculated  to  impress  the  ignorant.  But 
they  have  no  more  business  there  than  fleas  upon  a  well-bred 
and  well-groomed  dog.  But  the  simile  can't  be  carried  fur- 
ther, because  you  can  rid  the  dog  of  his  undesirable  tenants 
while  Wall  Street  cannot.  As  long  as  landlords  will  rent 
them  dingy  back  rooms  or  spacious  and  expensive  suites  of 
offices,  according  to  the  requirements  of  their  various  confi- 
dence games,  they  will  continue  to  infest  the  Street  and  ab- 
sorb the  earnings  and  savings  of  the  credulous  and  the  un- 
wary. 

That  their  games  pay  it  is  evident  from  the  immense 
amount  of  advertising  space  that  they  pay  for  in  certain 
newspapers  throughout  the  country.  And  it  is  interesting 
to  note  that  some  of  the  newspaj^ers  that  profess  to  serve  the 
public  best  carry  the  largest  amount  of  this  bunco  publicity. 
As  indicating  the  inroads  that  these  concerns  make  upon  the 
savings  of  the  country',  it  is  estimated  by  those  who  have  ob- 
tained some  of  the  facts  that  one  of  the  schemes  widely  and 
extensively  set  forth  in  the  advertising  columns  of  the  news- 
papers a  year  or  so  ago,  an  alleged  project  for  an  electric 
railroad  between  New  York  and  Chicago,  to  be  capitalized 
at  $50,000,000,  a  ridiculously  low  figure  for  an  enterprise  of 
such  magnitude,  took  between  $5,000,000  and  $6,000,000  out 
of  the  public.  The  concern  is  now  in  the  hands  of  a  re- 
ceiver who  is  searching  for  the  assets,  while  the  arch-pro- 
moters are  said  to  be  living  in  luxury. 

As  to  bucket  shop  transactions,  they  are  gambling  pure 
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and  simple,  for  no  element  of  property  rights,  or  the  transfer 
of  anything  of  value  enters  into  their  operations.  They  are 
as  distinctly  gambling  as  matching  coins,  cutting  cards  for 
money,  betting  on  the  races  or  playing  roulette.  No  one  has 
done  more  toward  exterminating  them  than  our  organized 
markets,  notably  the  New  York  Stock  Exchange  and  the 
Chicago  Board  of  Trade.  Several  of  the  states,  among  them 
Massachusetts  and  Pennsylvania,  have  legislated  against 
them,  and  in  time  we  may  be  rid  of  them  altogether.  Those 
who  patronize  them  seem  to  overlook  one  important  fact 
among  others  that  the  money  they  put  up  and  the  ostensible 
purchases  or  sales  which  they  make  are  not  reflected  in  nor 
do  they  influence  the  ^market  for  the  commodity  or  the  secur- 
ity they  are  simply  betting  upon.  In  other  words,  the  effect 
they  might  help  to  create  in  the  market  in  their  own  favor  is 
lost. 

Now  what  happened  on  the  Stock  Exchange  a  year  ago 
last  month  and  again  during  the  panic  of  last  Fall?  In  the 
first  case  the  public,  that  is,  the  enlightened  public  with 
money  to  invest,  came  into  the  market  at  the  abnormally  low 
level  of  prices,  and,  according  to  trustworthy  estimates, 
bought  and  paid  for  fully  350,000  shares  of  various  stocks. 
I  am  speaking  now  not  of  large  investors,  but  of  purchasers 
of  less  than  100  shares.  Last  autumn  actual  purchases  of  this 
character,  that  is,  fractional  lots,  aggregated  upwards  of 
1,500,000  shares  during  the  few  weeks  when  the  security 
market  was  at  its  worst.  Practically  all  of  these  purchases 
were  of  dividend  paying  stocks,  none  of  which  have  sold  as 
low  since,  nor  do  they  seem  reasonably  likely  to  return  to 
that  level.  Assuming  that  the  average  price  of  these  pur- 
chases was  $75  per  share,  we  have  a  total  of  over  $112,000,000 
invested  by  small  investors  at  figures  that  will  yield  them  a 
handsome  return,  while  they  run  comparatively  little  risk 
as  to  their  principal.  At  the  same  time  the  money  that  they 
paid  for  these  securities  came  into  general  circulation  at  a 
time  when  the  whole  country  was  in  or^-ing  nood  of  every 
dollar  it  could  get  owing  to  the  loss  of  confidence  that  brought 
it  practically  down  to  a  cash  basis,  an  impossible  condition, 
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as  we  all  know.  Certainly,  an  organization  or  an  institution 
that  affords  the  facilities  for  transacting  business  of  this 
character,  as  well  as  afforded  a  market  for  those  to  sell  who 
had  to  convert  their  securities  into  cash,  fills  a  most  useful 
place  in  our  financial  system. 

Other  similar  exchanges  throughout  the  civilized  world 
supply  the  same  function  in  other  countries,  and  all  working 
together,  that  is,  interchangeably,  perform  a  most  important 
part  in  the  transaction  of  our  commercial  and  financial  affairs. 
Without  them  there  would  be  no  means  of  aggregating  capi- 
tal for  great  enterprises  that  are  constructed  for  the  common 
good,  that  is,  for  public  service,  such  as  railways,  large  in- 
dustrial developments  and  various  other  undertakings  that 
would  not  be  possible  except  for  a  combination  of  individuals 
and  monetary  resources,  for  no  one  individual  would  take  the 
risk  of  their  creation  and  perpetuation,  nor  is  it  desirable 
from  the  point  of  view  of  public  policy  that  a  single  indi- 
vidual should  so  commit  himself.  Furthermore,  no  consider- 
able number  of  individuals  could  be  induced  to  embark  or 
become  partners  in  these  enterprises  if  there  were  not  a  free 
open  market  for  the  securities  representing  their  interests 
in  them,  so  that  they  may  dispose  of  those  interests  should 
they  desire  to  do  so,  or  borrow  money  upon  them  should  an 
emergency  in  their  affairs  compel  them  to  resort  to  the  loan 
market.  In  brief,  the  stock  exchanges  of  the  world  give 
mobility  to  capital.  In  them  the  small  investor  as  well  as  the 
great  capitalist  can  employ  his  savings  or  his  surplus  at  any 
time,  thus  contributing  to  the  progress  and  development  of 
the  country,  or  he  can  realize  upon  the  investments  he  has 
made  for  whatever  purpose  he  may  desire. 

Another  important  point  is  that  the  exchanges  safeguard 
those  who  have  entrusted  their  funds  to  the  management  of 
others  in  the  thousands  of  great  enterprises  that  require  large 
amounts  of  money  for  their  development,  maintenance  or 
extension.  The  various  stock  markets  of  the  world  reflect 
the  intelligence  and  judgment  of  many  thousands  of  persons, 
many  of  whom  are  experts  and  some  of  whom  may  possess 
information  that  has  not  yet  reached  the  public.     The  ex- 
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pression :  ''The  tape  talks "  is  an  old  one,  but  it  is  absolutely 
true.  Manipulation  may  hasten  or  retard  the  natural  course 
of  the  price  of  a  security  or  of  a  commodity,  but  it  cannot 
permanently  stay  the  ultimate  tendency  of  the  market  for  it, 
as  detennined  by  absolute  facts.  In  these  days  of  general 
and  compulsory  publicity  the  facts  regarding  the  business 
and  financial  status  of  every  corporation  of  any  magnitude, 
the  securities  of  which  are  listed  on  the  Stock  Exchange, 
are  certain  to  be  revealed  some  time,  but  long  before  statistics 
can  be  completely  compiled  or  negotiations  concluded,  those 
who  are  engaged  in  the  work  are  sure  to  convey  some  informa- 
tion to  their  business  associates  and  friends  and  the  nature 
of  it  is  invariably  reflected  in  the  market  before  an  ofBcial 
announcement  is  made  or  the  facts  are  elicited  by  the  news- 
papers. The  tendency  that  those  facts  will  produce  is,  how- 
ever, apparent  in  the  market  long  before  the  data  are  dis- 
closed, and  with  daily  quotations  before  him  the  sagacious 
investor  or  dealer  can  operate  to  minimize  a  loss  or  to  secure 
a  profit,  as  the  case  may  be.  In  other  words,  markets  of  all 
kinds  foreshadow  what  is  about  to  happen.  In  them  it  is 
literally  true  that  ** Coming  events  cast  their  shadows." 

A  large  proportion  of  the  transactions  that  perform  this 
needful  service  are  speculative,  yet  they  are  none  the  less 
legitimate.  They  are  not,  as  so  frequently  erroneously  stated, 
bets  that  this  or  that  event  will  occur  or  that  the  price  of  a 
security  or  commodity  will  go  up  or  down.  They  are  com- 
mitments involving  vast  amounts  of  money  in  the  aggregate 
that  are  made  in  articles  of  value  because  those  who  make 
them,  and  whose  business  it  is  to  study  the  situation,  are  of 
the  opinion  that  certain  things  affecting  values  are  likely 
to  happen.  They  are  just  as  much  entitled  to  make  them 
as  a  farmer  is  to  decide  what  crops  he  will  attempt  to  raise 
or  what  to  do  with  his  land  should  a  certain  crop  prematurely 
fail.  The  only  question  as  to  legitimacy  of  the  transaction 
is  not  in  the  transaction  itself,  but  it  is  determined  by  the 
circumstances  and  intent  of  each  one  who  makes  the  opera- 
tion. 

AVe  all  agree  that  the  markets  that  have  attracted  specu- 


210  The  Functions  of  the 

lators  in  the  greatest  numbers  are  of  the  greatest  utilitj^  to 
the  community  and  we  also  agree  that  they  are  the  most  fre- 
quently and  generally  abused  or  their  functions  perv^erted 
by  those  whose  operations,  though  speculative  in  fonn  and 
according  to  recognized  and  established  usage,  are  really 
gambling  ventures.  That  is,  those  who  make  them  have  no 
special  intelligence  or  information  upon  which  they  base  their 
operations.  They  are  not  dealers  in  grain  or  other  com- 
modities as  a  business  or  in  securities  for  the  pui^oose  of 
marketing  issues  that  may  contribute  to  the  development  of 
enterprises  or  to  secure  others  for  investors.  In  the  respect 
that  they  buy  and  sell  actual  property  and,  by  doing  so,  in- 
fluence the  market  to  the  extent  of  their  purchases  and  sales, 
they  are  not  gambling ;  nor,  as  we  have  shown,  does  the  fact 
that  the  broker  through  whom  they  conduct  their  ventures, 
furnishes  a  part  of  the  purchase  price  either  from  his  own 
capital  or  from  capital  he  may  borrow,  bring  the  operation 
under  the  head  of  gambling,  for  borrowing  is  the  concom- 
itant of  the  great  majority  of  all  business  transactions. 

It  would  seem  that  President  Hadley  's  differentiation  re- 
garding these  transactions  is  the  correct  one,  namely :  that  of 
intent.  Other  distinctions  have  been  made  as  follows, 
namely,  by  the  German  economist  Cohn,  who  describes  si^ecu- 
lation  as  ''the  struggle  of  well-equipped  intelligence  against 
the  rough  power  of  chance."  It  seems  to  me  that  this  hits 
the  nail  squarely  upon  the  head.  Still  another  definition  by 
Justice  Holmes  of  the  Supreme  Court  of  the  United  States 
is:  ''Speculation  by  competent  men  is  the  self-adjustment 
of  society  to  the  probable;"  while  one  of  the  most  successful 
speculators  of  the  present  day  asserts  that  "all  speculation 
is  legitimate,  provided  it  is  based  on  an  adequacy  of  capital 
and  resources ■  and  requisite  intelligence."  All  of  these 
authoritative  statements  should  serve  to  clear  the  beclouded 
mental  confusion  as  to  the  difference  between  speculation 
in  its  relation  to  business  and  gambling  in  the  markets  in 
which  speculation  is  a  conspicuous  element. 

The  merchant,  manufacturer,  banker,  professional  man,  or 
whoever  he  may  be,  who  goes  outside  of  his  regular  business 
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to  take  a  so-called  ''flyer"  in  commodities  or  in  securities, 
basing  the  venture,  it  may  be,  upon  information,  belief  or 
opinion,  or  all  together,  yet  not  operating  because  he  wishes 
to  assist  in  the  work  of  marketing  commodities  or  because 
the  money  he  puts  into  securities  will  help  in  the  develop- 
ment of  the  properties  on  which  they  are  based,  that  man  un- 
questionably commits  an  act  against  public  policy  and  also 
places  in  jeopardy  his  own  business  or  professional  standing, 
as  well  as  his  future. 

I  rei>eat,  that  upon  the  surface  his  operation  has  all  the 
appearances  of  a  legitimate  speculative  operation,  but,  as  a 
matter  of  fact,  he  takes  the  risk  without  any  regard  to  busi- 
ness in  general  or  his  own  in  particular.  He  is  utilizing  or, 
more  accurately,  perverting  the  machineiy  of  the  markets  to 
purely  gambling  jourposes.  His  punishment  is  sure  to  over- 
take him,  i>erhaps  not  at  once,  and  he  may  possibly  be  one  of 
the  mighty  few  that  escape,  generally  because  they  can  check 
their  avarice  after  a  period  of  success ;  that  is,  they  know  when 
they  have  enough.  A  few  others  also  know  when  they  have 
got  enough  in  the  matter  of  losses.  I  happen  to  know  one  or 
two  reformed  ' '  ticker  fiends, ' '  as  they  are  called,  but,  on  the 
other  hand,  can  recall  scores  of  able  and  successful  men  in  all 
walks  of  life  who  have  gone  down  to  the  gutter,  to  disgrace, 
to  drunkenness  and  to  suicide  from  their  insatiate  desire  to 
beat  the  markets,  victims  of  their  own  greed,  lack  of  common 
sense  and  other  people's  tips. 

The  question,  at  least  one  of  the  most  agitated  questions, 
before  the  country  today,  is  how  to  stop  this  drain  upon  the 
manhood  and  industr^^  of  the  nation.  The  problem  is  not 
easy  of  solution,  and  certainly  it  will  not  be  solved  by  novices 
in  economics,  ethics  and  in  law.  The  trouble  is  not  with  our 
established  markets  and  exchanges.  They  are  all  regularly 
and  legally  organized  in  response  to  the  evolution  of  business. 
They  protect  business  as  well  as  provide  facilities  for  its 
transaction.  They  are  built  ui)on  substantial  foundations  in 
which  business  and  personal  integrity  is  the  essential  if  not 
the  primal  element.  It  is  the  very  facilities  that  they  afford 
and  that  are  so  largely  abused  that  are  seemingly  responsible 
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for  the  present  criticism  and  tirades  against  them.  It  is  so 
easy  to  put  up  a  few  thousand  dollars  with  a  broker  in  grain, 
cotton  or  stocks,  give  an  order  and  have  it  executed.  It  can 
all  be  done  in  five  or  ten  minutes,  and  there  you  are  on  the 
way  to  fortune.  Yes,  and  you  are  just  as  likely,  indeed, 
more  likely,  to  be  on  the  way  to  the  poorhouse  or  the  peniten- 
tiary. 

The  trouble  with  those  who  are  trying  to  remedy  this  evil 
by  legislation  is  that  they  mistake  the  result  for  the  cause. 
The  markets  that  are  open  to  speculation,  and  useful,  legiti- 
mate speculation,  are  simply  a  factor  in  the  problem,  not  the 
underlying  proposition.  The  thing  to  be  dealt  with  is  not 
exchanges  or  business  systems  and  methods,  but  human 
nature.  As  long  as  human  nature  remains  what  it  is,  and 
there  appear  to  be  no  signs  of  any  radical  change  in  it  in  the 
near  future,  men  will  risk  their  money,  their  reputations, 
their  business  and  their  souls,  if  they  have  any,  in  the  hope  of 
getting  something  for  practically  nothing.  At  least,  that  is 
their  hope  when  they  enter  the  game.  Now  as  we  cannot 
legislate  the  exchanges  out  of  existence,  unless  we  want  to 
drive  business  out  of  the  country  and  reduce  what  is  left  to 
a  standstill;  and  as  all  efforts  to  legislate  human  nature  up 
to  a  higher  level  than  Adam  found  it  have  proved  distinct 
failures,  we  have  got  to  avail  ourselves  of  the  only  way  that 
is  open,  namely,  to  make  speculative  transactions  that  are 
known  to  be  of  gambling  intent  unpopular,  yes,  go  further 
and  make  them  unprofitable  and  indefensible.  This  cannot 
be  done  by  law,  but  it  can  be  done  by  education 
and  it  can  be  done  in  large  part  by  the  banking 
community.  The  man  who  is  known  as  a  patron  of 
gambling  resorts  and  of  poolroomsi  has  no  standing  in  the 
community,  either  in  business  or  socially,  AMiy  should  the 
man  who,  under  the  guise  of  legitimate  business  transactions, 
gambles  in  the  markets  be  rated  any  higher?  You  know 
where  any  and  everj^  one  of  you  would  land  if  your  superiors 
eaught  you  dabbling  in  stocks  or  in  commodities.  Isn't  it 
just  as  bad,  just  as  wrong  morally  and  commercially  for  them 
to  do  it?    Some  day  you  may,  and  I  hope  will  be  in  their 
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places  in  the  ordinary  course  of  promotion  for  ability  and 
faithfulness.  What  will  your  attitude  be  then,  both  as  re- 
gards yourself,  your  subordinates  and  your  customers?  It  is 
with  these  last  that  you  can  do  your  best,  and  what  should  be 
your  most  etfective  work,  for  them,  for  yourselves  and  for 
the  community  as  a  whole. 

It  is  impossible  for  the  Government  to  go  through  the 
books  of  brokers  to  ascertain  who  may  be  entitled  to  trade 
on  margin  or  who  many  not  be.  Paternal  Government  has 
not  yet  progressed  quite  as  far  as  that,  though  there  is  no 
telling  what  limits  it  may  reach  and  exceed;  but  a  banker 
can  almost  invariably  discover  if  one  of  his  customers  is 
taking  "flyers"  on  the  exchanges,  indeed  it  is  his  business 
to  find  it  out  especially  if  he  is  a  commercial  customer  and 
seeks  acconnnodations.  It  is  as  important  to  know  that  as  it 
is  to  have  his  balance  sheet  or  any  other  facts  about  his 
business.  And  knowing  it,  "it's  up  to  you"  to  take  him  in 
hand,  diplomatically  at  first  perhaps,  yet  none  the  less  firmly, 
and  if  he  persists  he  is  right  or  insists  that  he  is  going  to  do 
as  he  pleases,  down  should  go  his  credit  with  a  bang  that 
should  bring  him  to  his  senses. 

Other  remedies  have  been  suggested  like  more  stringent 
Ijankruptcy  laws,  but  I  maintain  from  long  experience  as  a 
"near"  banker,  if  you  please,  as  one  who  has  lived  contin- 
uously in  AVall  Street  for  nearly  a  third  of  a  century  and 
close  to  its  affairs  as  a  retained  observer,  that  the  banking 
commuuity  as  a  whole  has  been  lax  in  performing  the  part 
that  it  might  properly  undertake  to  minimize  the  evil  that  has 
brought  unjust  criticism  and  ignorant,  prejudiced  tirades 
not  only  against  the  exchanges  but  against  Wall  Street  as 
a  whole.  It  is  up  to  you  gentlemen  to  help  to  repel  this 
wholesale  deprecation  of  the  financial  center  of  this  countiT 
and  to  prove  as  time  goes  by  what  we  all  know,  yet  which 
requires  further  demonstration  before  the  jniblic,  that  Wall 
Street,  apart  from  its  parasitic  tipsters  and  bucket-shops 
which  are  proi)er  objects  for  the  ]X)lice,  is  the  cleanest,  most 
upright,  and  most  useful  place  in  this  entire  country-. 
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SECTION  2 

Extracts  From  Report  of  Industrial  Commission 

Members  of  the  Industrial  Commission 

Senator  James  H.  Kyle,  Chainnan. 
Senator  Boies  Penrose.  Mr.  Andrew  L.  Harris. 

Senator  Stephen  R.  Mallory.      Mr.  John  M.  Farquhar. 
Senator  John  W.  Daniel.  Mr.  Eugene  D.  CJonger. 

Senator  Thomas  R.  Bard.  Mr.  Thomas  W.  Phillips. 

Representative  John  J.  Gardner.  Mr.  Charles  J.  Harris. 
Representative  William  LoRiMER.lMr.  John  L,  Kennedy. 
Representative  L.  F.  Livingston.  Mr.  Albert  Clarke. 
Rei^resentative  John  C.  Bell.      Mr.  D.  A.  Tompkins. 
Representative  Theobald  Otjen.  Mr.  Charles  H.  Litchman 
E.  Dana  Durand,  Secretary. 

Extract  from  act  of  Congress  of  June  iS,  iSgS^  defining  the  duties  of  the  Industriat 
Commission  and  showing  the  srope  of  its  inquiries. 

Sec.  2.  That  it  shall  be  the  duty  of  this  commission  to 
investigate  questions  pertaining  to  immigration,  to  labor,  to 
agriculture,  to  manufacturing,  and  to  business,  and  to  report 
to  Congress  and  to  suggest  such  legislation  as  it  may  deem 
best  upon  these  subjects. 

Sec.  3.  That  it  shall  furnish  such  information  and  sug- 
gest such  laws  as  may  be  made  a  basis  for  uniform  legislation 
by  the  various  States  of  the  Union,  in  order  to  harmonize 
conflicting  interests  and  to  be  equitable  to  the  laborer,  the 
employer,  the  producer,  and  the  consumer. 

Industrial  Commission, 

Washington,  D.  C,  January  15,  1901. 

The  Industrial  Commission  herewith  presents  to  Con- 
gress a  report  on  the  distribution  of  farm  products.  The 
object  in  presenting  this  report  at  this  time,  in  advance  of  a 
final  report  on  conditions  of  agriculture  and  suggested  reme- 
dial legislation  relating  thereto,  is  to  furnish  Congress  and 
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the  public  with  concrete  data,  assembled  from  a  hitherto  but 
partially  exploited  field  of  investigation. 

It  is  not  claimed  that  the  conclusions  set  forth  in  this 
report  are  free  from  errors  of  judgment,  but  the  statistical 
facts  presented  are  from  original  and  official  sources  and 
form  a  basis  for  intelligent  analysis,  useful  alike  to  the  legis- 
lator, the  farmer,  and  the  business  man. 

Respectfully, 

James  H.  Kylj:, 
Chainnan. 
The  Senate  and  House  of  Representatives. 

Why  has  commercial  distribution  in  the  United  States 
become  so  largely  identified  with  the  speculative  class  of 
trading  capitalists.  The  answer  is,  that  it  has  been  found 
best  for  the  producing  and  consuming  interests  of  the  com- 
munity that  the  risks  of  distribution  should  be  localized  in 
a  separate  commercial  class  whose  members  are  in  a  posi- 
tion to  inform  themselves  as  to  all  the  factors— past,  present 
and  prospective— affecting  the  future  course  of  prices.  If 
the  risks  of  distribution  fell  upon  the  farmer,  it  would  in- 
crease materially"  the  risks  of  capital  required  and  thus  raise 
the  rate  of  interest  he  should  have  to  pay  as  producer,  be- 
cause increased  risks  always  raise  the  rate  of  interest.  This 
would  increase  the  cost  of  production  and  would  consequently 
tend  to  reduce  consumption  by  rise  of  price  to  consumers. 
Such  rise  of  price  beyond  a  certain  point  would  reduce  the 
volume  of  trade.  If  consumers  assumed  the  risk  of  distribu- 
tion there  would  be  veiy  inadequate  provision  for  the  future. 
Irregular  supply  of  subsistence  soon  breaks  down  the  econo- 
mic efficiency  of  consumers,  besides  impairing  their  regular 
consuming  capacity  as  customers  of  the  producer.  Hence 
the  community,  producers,  traders  and  consumers,  all  suffer 
together. 

These  two  kinds  of  sei'vices  are  peculiar  to  speculative 
distribution— the  service  of  assuming  the  risks  that  arise 
from  changes  in  tlie  relation  of  demand  and  supply,  and  the 
service  of  giving  the  right  direction  to  the  commodities  avail- 
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able  for  consumption.  Even  in  famine-stricken  India,  the 
Government  regards  speculative  distribution  of  supplies  as 
on  the  whole  far  more  efficient  than  any  bureaucratic  distri- 
bution could  be.  Without  this,  modern  markets  would  be 
deprived  of  a  very  great  share  of  their  efficiency  in  serving 
producers  and  consumers.  In  fact,  those  who  have  thought 
out  the  subject  most  thoroughly  have  found  in  this  directive 
work  of  sjDeculation  the  chief  justification  for  its  existence. 
A^Tiere  Government  has  assumed  even  part  of  the  risk  of 
crop  distribution  as  in  Eussia,  jDiles  of  wheat  rot  in  one  sec- 
tion, while  people  starve  in  the  next. 

(There  are  no  grain  speculative  markets  in  Eussia.) 

Professor  Emery  gives  it  as  his  opinion  that  organized 
speculation  is  found  to  be  the  means  of  making  the  needed 
protection,  and  it  will  also  prove  itself  the  chief  directive 
influence  in  the  economic  field  in  which  it  prevails. 

Speculative  dealings  in  farm  products  have  then  three 
things  to  consider :  concentration  and  distribution  of  surplus 
crops  at  right  times  and  places,  and  the  formation  of  a  busi- 
ness judgment  based  on  a  ratio  of  the  visible  supply  to  the 
world's  grain  and  cotton,  for  example,  to  the  customary  de- 
mand of  its  consuming  communities.  The  scope  of  his  task 
of  forming  a  judgment  upon  world-wide  conditions,  and 
forming  it  accurately  enough  to  stake  millions  of  capital  up- 
on it,  is  perhaps  t'he  heaviest  hazard  on  our  whole  modem 
economic  organizaiou  of  ^society.  But  some  class  of  investors 
must  do  it,  or  the  consumers  must  pay  a  higher  price  for  their 
produce,  and  producers  must  be  couteut  to  enter  the  market 
with  fewer  competitors,  ready  to  buy  and  carry  their  surplus. 
Producers  and  consumers  together,  without  the  speculative 
mechanism  at  work,  would  have  to  divide  the  risks  of  distri- 
bution between  them.  Xeither  of  these  interests  is  prepared 
to  do  this.  Sound  commercial  policy  is  the  best  served  by  a 
rational  division  of  distributive  labor,  in  which  economic 
freedom  and  economic  responsibility  are  equally  respected. 
The  economic  services  of  speculative  agencies  engaged  in 
distributing  farm  products  are  three-fold : 

1.     They  localize  industrial  risks  among  a  conmiercial 
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class  whose  special  function  is  to  distribute  surplus  supplies 
over  deficit  times  and  places  in  such  a  way  as  to  lessen  the 
uncertainty  of  producers  and  consumers. 

2.  They  relieve  producers  and  consumers  from  carrying 
a  whole  year's  stock,  enabling  the  fanner  to  convert  his  crop 
promptly  into  cash  capital  and  the  latter  to  supply  himself 
as  his  periodical  needs  may  require  without  enhancing  prices 
beyond  the  original  rate  of  risks  and  returns  of  such  capital 
investments. 

3.  Competition  of  speculative  traders  tends  more  than 
any  other  force  to  reduce  profits  of  these  agencies  to  a  mini- 
mum per  unit  of  commodity  handled.  Released  from  their 
economic  functions,  it  is  to  their  interests  to  seek  to  reduce 
the  risks  of  distribution  to  a  minimum.  By  expert  acquaint- 
ance with  the  conditions  that  involve  risks,  the  hazardous 
elements  are  gradually  limited,  if  not  entirely  eliminated. 


SECTION  3 

Speculation 

By  Arthur   Twinning  Hadlty 

Gambling— Insurance— Commercial  Speculation— Legiiim<ite 
and  Illegitimate  Transactions— Industrial  Specu- 
lation—Functions   of    the    Capitalist. 

We  have  studied  some  of  the  principles  which  regulate 
compensation  for  goods  and  services.  We  have  now  to  deal 
with  those  who  regulate  compensation  for  risk. 

The  first  case  to  be  considered  is  that  of  gambling.  If  A 
agrees  to  pay  B  a  dollar  in  the  event  that  a  coin  tossed  into 
the  air,  turns  up  heads,  and  B  agrees  to  pay  A  the  same 
amount  in  the  other  event,  we  have  a  transaction  which 
gives  each  party  an  equitable  com|X'nsation  for  the  risk 
involved.  Yet  the  moral  wnse  of  the  comnuinity  disap- 
proves of  dealings  of  this  kind,  and  the  law  does  what  it 
can  to  discourage  them.  The  oourts  will  not  enforce  such 
contracts,   and   the   public  authorities  usually   trj-   to   stop 
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people  who  make  a  living  in  this  way.  The  more  en- 
lightened the  conmmnity,  the  more  decided  is  the  moral  dis- 
approval, and  the  more  persistent  are  the  attempts  to  enforce 
legal  prohibitions  of  lotteries,  policy  shops,  and  book-mak- 
ing establishments. 

We  see  that  successive  expenditures  on  the  part  of  any 
individual  are  accompanied  by  diminishing  additions  to  his 
enjoyment.  The  first  hundred  dollars  of  a  man's  income  rep- 
resents a  difference  between  life  and  death.  The  second 
hundred  is  a  matter  of  less  absolute  necessity.  The 
third  represents  an  increase  of  comfort  which  is 
still  great,  but  not  equally  indispensable.  When  it 
comes  to  the  tenth  hundred  it  is  a  question  of  enhanced  enjoy- 
ment; at  the  twentieth,  it  perhaps  becomes  a  matter  of  lux- 
uries only.  In  general,  we  have  diminisliing  scale  of  utility 
for  each  additional  himdred  dollars  as  the  income  itself  gets 
larger  and  larger. 

If  a  man  with  an  income  of  $1000  a  year  bets  $500  on  an 
event  which  is  in  equal  degree  likely  to  happen  or  not  to 
happen,  and  then  wins,  he  finds  liimself  with  $1500  instead 
of  $1000.  If  he  loses,  he  has  $500  instead  of  $1000.  His  loss 
of  comfort  and  efficiency  in  the  latter  case  far  outweighs  his 
gain  in  the  former.  A  risk  which  appears  equitable  when 
measured  in  dollars  and  cents,  is  very  inequitable  when  meas- 
ured in  the  comforts  which  that  man  can  command  for  him- 
self and  his  family.  He  is  risking  the  loss  of  a  larger 
amount  of  comfort,  for  an  even  chance  of  gaining  a  smaller 
amount. 

When  a  man  stakes  a  large  percentage  of  his  income  in 
this  way,  it  is  easy  to  see  that  gaming  is  folly.  The  apolo- 
gists for  gambling  say  that  they  risk  such  small  proportions 
of  their  income,  that  the  difference  in  utility  between  equal 
money  gains  or  losses  is  very  slight,  and  that  the  pleasure 
of  the  excitement  in  the  hazard  outweighs  any  such  trifling 
difference.  This  is  in  many  instances  true;  but  it  is  also 
true  that  in  a  large  number  of  instances  people  do  not  know 
when  to  stop ;  that  under  the  stress  of  excitement  they  risk 
very  considerable  proportions  of  their  money  (not  to  speak 
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of  cases  where  they  risk  other  people's  money  also) ;  that 
the  losses  represent  losses  of  comfort  and  self-respect,  while 
the  gains  are  spent  in  luxury  or  carousal.  Under  these  cir- 
cumstances, the  public  is  fully  warranted  in  holding  that 
gambling  contracts  are  against  public  policy.  It  is  a  public 
misfortune  to  have  people  hazard  their  fortunes  in  this  way ; 
and  the  man  who  makes  a  living  by  persuading  other  men 
to  take  such  risks  on  terms  advantageous  to  himself,  whether 
in  gaming,  horse-racing,  or  lotteries,  is  worse  than  a  para- 
site on  society. 

Let  us  now  contrast  the  workings  of  insurance. 
In  this  case  also  the  contract  is  a  wager.  A  house  owner  pays 
an  insurance  company  fifty  dollars,  in  return  for  which  he 
is  to  receive  five  thousand  dollars  in  case  his  house  burns 
down  within  a  specified  time;  just  as  he  might  pay  a  book- 
maker fifty  dollars  and  receive  five  thousand  in  case  a  speci- 
fied horse  wins  a  race.  But  the  motives  and  effects  in  the 
two  cases  are  wholly  different.  The  man  who  wins  in  bet- 
ting on  horses  secures  an  addition  to  his  income  which  means 
increased  luxurj^;  the  man  who  has  insured  a  house  that 
burns  down  prevents  the  distress  to  his  family  conse- 
quent upon  the  loss  of  a  home.*  In  like  manner,  the  man  who 
has  insured  his  life  makes  small  annual  payments  at  a  time 
when  he  can  do  so  without  encroaching  on  the  comfort  of  his 
family;  thereby  assuring  to  that  family,  in  the  event  of  his 
death,  a  payment  of  money  at  a  time  when  the  loss  of  the 
earning  jx>wer  of  its  head  might  otherwise  mean  want  and 
destitution.  Insurance  puts  money  where  it  is  needed,  in- 
stead of  where  it  is  not  needed;  where  it  has  the  highest 
utility  to  the  individual  and  to  society,  instead  of  the  low- 
est; where  the  possibility  of  securing  it,  instead  of  being  a 
means  of  a  demoralizing  excitement,  becomes  a  source  of  se- 
curity and  of  industrial  efficiency.  Hence  the  insurance  com- 
pany in  protecting  the  individual  insurer  against  losses  to 
himself  and  his   family  from  fire,  accident,  or  death,  is  rend- 


•If  a  man  inmirflj  »  liomn  in  which  h<i  hai  no  Intcrf^t.  or  Insnroi  hU  own  hoiiic  b-yonil 
iU  real  vnlne.  thf  transaction  come*  very  do*-  to  ifamhllnz  ari'l  In  dlMv>iinl*nanCf'l  l>oth  by 
the  l'Uiir»no«comy»nio'«  an<l  the  law;  not  ulraply  or  primarily  h.'canse  it  li  a  gamhling  tTani- 
aclion.  bat  l^ecauM  it  leads  to  (rau'l  and  anon. 
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ering  a  public  service;  and  the  profits  of  such  a  company, 
unlike  those  of  the  book-maker  or  the  lotteiy,  are  honestly 
earned  by  an  actual  contribution  to  the  public  wealth. 

Commercial  si^eculation  is  sometimes  analogous  to  insur- 
ance, and  sometimes  to  gambling:  In  the  fonner  case  it  is 
said  to  be  legitimate,  in  the  latter  it  is  said  to  ]>e  illegiti- 
mate. But  the  legitimate  and  illegitimate  transactions 
are  so  much  alike  in  their  form,  and  so  inextricably 
mingled  in  practice,  that  it  is  often  extremely  hard  to  draw 
tlie  line  between  them. 

A  large  speculative  element  is  involved  in  trade  of 
every  kind.  The  trader  seeks  to  buy  articles  at  as  low  a 
price  as  he  can  and  to  sell  them  at  a  higher  price.  He  may 
do  this  either  by  buying  them  in  a  market  where  they  are 
cheap  and  selling  them  in  a  market  where  they  are  dearer; 
or  by  buying  them  at  a  time  when  they  are  cheap  and  sell- 
ing them  at  a  time  when  they  are  dearer.  The  difference 
between  his  buying  and  selling  prices  represents  his  profit 
on  the  transaction.  The  uncertainty  attaching  to  the  amount 
of  such  profit  makes  the  operation  a  speculative  one.  There 
is  a  serious  risk  of  loss,  which  the  trader  assumes  for  the 
sake  of  a  possible  gain.  Unless  we  can  prove  that  the  gains 
are  honestly  earned  by  some  seiTice  to  society,  we  shall  be 
forced  to  regard  them  as  little  better  than  book-makers' 
profits. 

Those  who  hold  the  socialistic  theory  of  value  regard 
trade  as  a  dangerous  occupation,  which  affords  almost  irre- 
sistible temptations  to  dishonesty.  Believing,  as  they  do, 
that  the  value  or  just  price  of  an  article  depends  on  the 
labor  embodied  in  it,  they  see  in  trade  a  constant  effort  to 
buy  articles  for  less  than  their  value  and  to  sell  them  for 
more  than  their  value;  an  effort  in  which  the  trader's  su- 
perior shrewdness  often  enables  him  to  cheat  both  producer 
and  consumer.  In  that  form  of  trade  where  articles  are 
bought  in  one  place  and  sold  in  another,  they  admit  that  the 
trader  may  do  a  necessary"  work  of  distribution  which  in- 
creases the  value  or  just  price  of  the  goods  in  question,  so  that 
a  part  of  the  profit  of  this  form  of  trade  is  legitimate  but  in 
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that  form  of  trade  where  articles  are  bought  at  one  time  and 
sold  at  another,  they  deny  that  there  is  any  service  rendered 
which  increases  the  value  of  the  goods  and  they  hold  that  all 
profit  obtained  by  this  means  is  unjust  and  extortionate.  In 
mediaeval  times,  when  the  socialistic  theory  of  value  was  gen- 
erally accepted,  all  trade  was  regarded  with  suspicious  eye ; 
and  the  attempt  to  buy  an  article  when  it  was  cheap,  with  a 
view  to  selling  it  when  it  became  dear,  was  visited  with  the 
severest  penalties. 

But  those  who  hold  the  commercial  theoiy  of  value 
believe  that  trade  rendei's  a  service  to  society,  independ- 
ent of  the  labor  of  distribution;  and  that  this  service  \i  of 
essentially  the  same  character,  whether  the  sale  be  made  in  a 
different  market  or  in  the  same  market.  They  hold  that  the 
work  of  the  trader,  in  acquiring  goods  when  they  are  cheap 
and  parting  with  them  when  they  are  dear,  results  in  an  in- 
crease of  their  utility  to  the  public.  If  an  article  is  unusually 
cheap  it  means  that  the  supply  is  unusually  great  and  the 
utility  of  additions  to  the  supply  less  than  it  ordinarily  is. 
If  it  is  unusually  dear,  it  means  that  the  supply  is  unusually 
small,  and  the  utility  of  additions  to  the  supply  gi'eater  than 
it  ordinarily  is.  If  wheat  stands  at  50  cents  a  bushel,  the 
need  for  additional  wheat  is  small;  if  it  stands  at  $1.00  a 
bushel,  the  need  for  additional  wheat  is  great.  The  man  who 
withdraws  wheat  from  the  market  in  the  former  case  and  is 
thus  enabled  to  add  it  to  the  supply  in  the  latter,  serves  the 
wants  of  society.  Nor  is  it  true,  as  might  at  first  sight 
appear,  that  he  is  enabled  to  appropriate  to  himself  by  the 
higher  price  the  whole  benefit  of  the  increased  utility.  If 
any  considerable  quantity  of  wheat  is  bought  by  the  traders 
at  the  lower  figure  for  future  sale,  it  will  increase  the  demand 
and  make  the  present  price  higher  than  50  cents;  while  the 
supply  thus  made  available  when  wheat  becomes  scarce  will 
prevent  the  future  price  from  reaching  $1.00. 

Let  DD  (Fig.  6)  be  the  demand  curve  for  wheat  in  a 
certain  market  where  10,000  bushels  a  week  would  be 
taken  at  a  dollar  a  bushel,  but  where  20,000  bushels  a  week 
could  not  be  disposed  of  except  by  reducing  the  price  to 
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fifty  cents.    If  a  single  trader  stores  away  a  few  bushels  of 
wheat  when  it  is  plenty,  and  sells  it  when  it  is  scarce,  he 
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hardly  affects  the  price  to  the  producer  or  the  consumer,  and 
can  in  that  case  realize  nearly  the  whole  gain  for  himself. 
Biut  his  success  will  teach  others  to  follow  his  example.  Now 
if  he  and  other  traders  store  away  2,000  bushels  a  week  in 
time  of  plenty,  they  so  reduce  the  amount  for  immediate 
consumption  that  the  ruling  price  at  that  time  is  sixty  cents 
instead  of  fifty;  while  by  selling  this  same  wheat  in  time  of 
scarcity,  they  increase  the  supply  so  that  the  ruling  price  only 
goes  up  to  about  ninety  cents.  If  the  traders  withdraw  4,000 
bushels  a  week  in  times  of  plenty,  and  thus  provide  an  in- 
creased supply  for  times  of  scarcity,  it  is  probable  that  they 
will  have  to  pay  seventy  cents  for  what  they  buy,  and  only  get 
eighty  cents  when  they  sell  it— a  difference  which  may  little 
more  than  pay  them  for  the  cost  of  carrying  the  wheat.  The 
more  fully  the  traders  seek  to  take  advantage  of  differences 
in  price,  the  narrower  is  the  margin  they  can  realize  for  them- 
selves.    In  general,  if  a  supply  Oql  (Fig.  7)  will  only  eom- 


V 

=^* 


0^ 


r/n.Y 


rs- 


fipi  fit  fl*    fij  Pi 


mand  a  price  0^1,  while  a  supply  Oq^  will  command  a  price 
Oy^^  it  means  that  the  need  of  increased  supplies  in  the  lat- 
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ter  case  is  greater  than  in  the  former,  and  that  any  man  sup- 
plying that  need  renders  society  a  corresponding  service.  If 
a  trader  withdraws  a  small  quantity  qlq2  in  time  of  plenty 
and  sells  it  in  time  of  scarcity,  the  extremes  of  price  varia- 
tion are  Op2  and  Op5,  and  the  trader  is  able  to  realize  the 
difference  p2pD.  But  if  the  traders  reserve  a  larger  quantity 
qlqS  and  correspondingly  increase  the  supply  from  Oq6  to 
to  Oq4:  in  time  of  scarcity,  the  extremes  of  price  will  be  OpS 
and  Op4:.  This  leaves  only  a  small  margin  p3p4:  per  bushel 
for  the  traders  (instead  of  p2po,  as  in  the  former  case),  and 
leaves  a  much  larger  part  of  the  gain  to  society  for  the  bene- 
fit of  producers  and  consumers.  Anything  which  tends  to 
prevent  fluctuation  in  price  renders  a  sei-vice  in  putting 
goods  where  they  are  needed— a  service  which  has  an  effect 
on  the  public  wealth  far  greater  than  can  be  measured  by 
any  of  its  effects  on  the  private  wealth  of  individuals. 

If  the  traders  can  compare  accurately  the  relations 
of  supply  and  demand  in  different  markets,  they  will 
all  try  to  put  the  supply  where  it  is  most  needed,  as  long  as 
the  difference  in  price  is  likely  to  cover  the  cost  of  transfer. 
The  profits  of  trade  of  this  kind  are  small,  and  relatively 
sure.  But  if  no  such  accurate  comparison  can  be  made,  the 
trader's  possible  profits  are  much  larger,  while  the  risks  and 
uncertainties  are  at  the  same  time  greater.  The  transaction 
in  this  case  becomes  a  more  speculative  one. 

Down  to  the  present  century,  a  large  part  of  the 
speculative  profits  were  made  by  taking  advantage  of  dif- 
ferences of  price  in  different  places— chiefly  in  connection 
with  foreign  trade.  Tlie  means  of  communication  and  trans- 
port were  so  defective  that  there  was  often  a  great  scarcity 
of  an  article  in  one  region  and  an  abundance  of  the  same 
article  in  another.  The  shipowners  who  moved  the  article 
from  the  latter  place  to  the  former  had  a  chance  of  enormous 
profits.  But  the  business  was  also  attended  with  great  risks. 
Transportation  was  far  less  safe,  either  from  the  elements 
or  from  human  violence,  than  it  is  today.  There  was  no  tele- 
graph, no  good  postal  service,  no  efficient  protection  from 
pirates  by  sea  or  by  highway  robbers  by  land.     All  these 
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causes  combined  to  render  the  arrival  of  goods  so  uncertain 
that  the  very  wages  of  seamen  were  made  contingent  upon  the 
safe  delivery  of  the  cargo,  and  the  w^hole  body  of  sailors  thus 
became  participants  in  the  speculation. 

The  nineteenth  century  has  witnessed  a  change  in  these 
respects.  Improved  means  of  communication  have  greatly 
lessened  the  diiferences  in  price  in  different  markets.  It  is 
no  longer  possible  to  have  a  glut  of  wheat  in  Chicago  and  a 
scarcity  in  Liverpool.  The  modern  post-office  and  the  tele- 
graph furnish  prompt  information  of  what  is  going  on  all 
over  the  world  and  enable  merchants  to  know  where  goods 
are  most  needed.  The  steamship  and  the  railroad  furnish 
a  quick  and  safe  means  of  placing  the  goods  where  they  will 
meet  such  needs  as  may  arise.  The  difference  of  price  of  any 
staple  article  in  two  large  wholesale  markets  will  not  gener- 
ally be  much  greater  than  the  cost  of  transportation  from  one 
to  the  other.  So  moderate  have  the  profits  from  this  source  be- 
come, that  the  business  of  those  who  tiy  to  secure  them  is  now 
known  as  arbitrage  rather  than  speculation.  Only  in  the  trade 
with  barbarous  or  half-civilized  races  does  foreign  commerce 
retain  its  character  as  an  extra-hazardous  business. 

The  speculator  of  to-day  makes  his  money  chiefly 
by  taking  advantage  of  differences  of  price  betiveen 
different  times,  rather  than  between  different  markets.  It  is 
not  so  much  the  difference  in  the  price  of  wheat  in  Chicago 
and  in  Liverpool  which  furnishes  the  source  of  his  profits, 
as  the  difference  between  its  price  in  Chicago  this  month  and 
next  month.  If  the  speculator  foresees  a  rise,  he  buys  wheat 
to-day  with  the  hope  of  selling  at  an  advantage.  If  he  fore- 
sees a  fall,  he  contracts  to  make  future  deliveries  at  to-day's 
prices,  in  the  hope  that  he  can  secure  the  means  of  filling 
those  contracts  at  rates  low  enough  to  leave  him  a  profit. 
This  is  the  type  of  transaction  which  forms  the  bulk  of  the 
business  on  all  the  leading  exchanges  of  the  world. 

When  such  speculation  anticipates  an  actual  demand, 
it  is  of  great  service  to  the  community.  The  long 
time  which  elapses  between  production  and  consumption,  be- 
tween contracts  and  their  fulfillment,  makes  it  extremely  im- 
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portant  to  have  responsible  men  to  anticipate  the  wants  of  the 
market  and  to  take  the  risks  on  their  own  shoulders.  If  I 
^ish  to  build  a  house,  I  ask  a  builder  to  give  me  an  estimate 
of  the  cost.  He  in  turn  goes  to  dealers  in  lumber  and  other 
materials  and  asks  them  to  tell  at  what  price  they  will  deliver 
him  the  goods  when  he  wants  them.  In  this  way  he  knows  ap- 
proximately what  it  will  cost  to  build  the  house.  The  lumber 
dealer  probably  contracts  to  deliver  lumber  which  is  not  now 
in  his  possession.  But  if  he  understands  his  business  he 
knows  more  accurately  than  any  one  else  what  its  future  price 
is  likely  to  be.  He  habitually  makes  a  profit  by  his  su- 
perior knowledge ;  but  this  profit  is  far  less  than  the  loss  which 
would  be  involved  if  every  builder,  at  the  time  of  making  a 
contract,  had  to  buy  all  the  lumber  he  was  going  to  want  six 
months  hence,  leaving  his  capital  (and  the  community' 's  capi- 
tal) unproductive  for  that  length  of  time,  besides  being  sub- 
ject to  the  dangers  of  loss  by  fire. 

Nor  does  this  case  illustrate  the  full  measure  of  service 
which  legitimate  speculation  is  able  to  render  the  community. 
Suppose  that  the  cotton  crop  of  this  year  is  an  unusually 
small  one.  The  price  will  go  up,  the  amount  of  manufacture 
lessen.  But  the  cotton  brokers  foresee  that  next  year's  crop 
will  be  larger.  They  therefore  contract  to  make  future  de- 
liveries at  lower  rates.  The  manufacturers  do  not  need  to 
buy  raw  material  in  advance  of  their  actual  wants.  They  use 
up  the  whole  old  stock  just  as  the  new  crop  comes  in ;  and  the 
mercantile  community  gradually  accumulates  other  reserves 
from  this  large  crop  which  may  become  available  for  use  in  a 
year  of  scarcity.  The  effect  of  such  speculation  is  to  equalize 
the  supply  of  cotton  in  different  years,  and  to  render  its  price 
comparatively  steady.  More  steady  price  makes  larger  con- 
sumption and  manufacture  for  consumption;  it  therefore 
tends  to  increase  the  total  quantity  demanded  and  to  bene- 
fit producers  also.  If  we  compare  the  prices  of  the  present 
day  with  those  prior  to  the  dovolopment  of  speculative  ac- 
tivity, we  find  that  the  margin  between  amounts  paid  to 
producers  and  those  charged  to  consumers  is  much  nar- 
rower now  than  it  was  before.     Part  of  this  difference  is 
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due  to  cheai)  transportation  but  a  part  is  due  to  the  action 
of  the  speculators  in  minimizing  the  effect  of  variations  in 
production  upon  prices  paid  to  the  producer. 

This  is  the  effect  of  legtimate  speculation— antici- 
pating movements  of  supply  and  demand  and  taking 
fair  risks.  Unfortunately  there  is  a  mass  of  speculation 
which  is  not  legitimate— which  is  either  pure  gambling  or 
something  worse.  If  a  man  goes  into  the  purchase  of 
grain  or  cotton,  not  because  he  foresees  that  it  will  be 
wanted,  but  for  the  excitement  of  the  wager,  he  is  doing 
the  same  kind  of  business  as  the  man  who  bets  on  a  horse- 
race or  on  cards.  The  amount  of  these  gambling  transac- 
tions veiled  under  the  forms  of  commerce  has  become  very 
large.  In  many  cases  it  has  assumed  the  projDortions  of  a 
public  evil. 

The  sales  of  certain  commercial  staples,  such  as 
wheat,  cotton,  or  petroleum,  in  the  New  York  market  are  in 
some  years  fifty  times  as  great  as  the  actual  deliveries.  Of 
the  transactions  in  stocks,  perhaps  an  equally  small  propor- 
tion represent  purchases  for  investment.  A  large  part  of 
such  sales  and  purchases  are  made  on  margins;  the  buyer 
not  paying  or  intending  to  pay  the  full  amount,  but  de- 
positing with  his  broker  a  sufficient  sum  to  secure  the  lat- 
ter from  loss,  and  receiving  or  paying  at  the  completion 
of  the  transaction  an  amount  corresponding  to  the  change 
in  price  of  the  commodity  purchased.  The  narrower  the 
margin,  the  greater  is  the  chance  of  gain  or  loss  in  propor- 
tion to  the  capital  invested,  and  the  higher  are  the  stakes  to 
the  gambler  on  either  side. 

Here,  as  elsewhere,  high  stakes  constitute  a  tempation 
to  unfair  play.  If  the  outside  public,  as  frequently  hap- 
pens, has  bought  securities  or  produce  in  the  ill-grounded 
hope  of  a  rise  in  price,  the  professional  operators  will 
speculate  for  a  fall  and  try  to  ensure  its  advent  by  spread- 
ing false  reports  of  every  kind.  If,  on  the  other  hand,  a 
large  number  of  operators  have  made  contracts  to  deliver 
securities  or  produce  which  they  do  not  possess,  a  few 
men  with  large  capital  will  often  try  to  lock  up  the  whole 
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available  supply  of  such  commodities,  and  compel  those 
who  have  made  the  contracts  to  purchase  the  means  of  fill- 
ing them  at  an  exorbitant  figure.  Such  an  operation  ia 
known  as  a  corner;  and  its  success  is  made  possible  by  the 
number  of  speculative  contracts  which  must  be  filled  within 
a  limited  period  of  time.  The  man  who  thus  attempts  to 
manipulate  the  market,  lowering  prices  by  false  reports  or 
raising  them  by  fictitious  scarcity,  is  doing  the  same  kind 
of  business  as  the  man  who  "pulls"  horses  or  stacks  cards. 
In  fact,  he  is  doing  worse;  for  the  men  who  suffer  from 
false  running  or  from  card  shaiping  are  those  who  volun- 
tarily go  into  the  business  of  betting ;  while  the  knavish  spec- 
ulator may  hurt  to  some  degree  not  only  other  speculators, 
but  also  producers  and  consumers— the  producers  by  his  de- 
ceit, the  consumers  by  his  combinations  to  raise  prices.  The 
direct  harm  done  to  producers  and  consumers  by  these 
means  is  very  likely  much  less  than  is  generally  supposed; 
in  the  first  place,  because  successful  corners  are  relatively 
few,  and,  in  the  second  place,  because  the  profits  of  one 
group  of  speculators  are  for  the  most  part  made  at  the  ex- 
pense of  other  groups.  But  the  indirect  hann  to  business 
methods  is  incalculable. 

So  great  has  been  the  extent  of  this  evil  that 
many  have  desired  to  see  an  entire  prohibition  of  contracts 
for  future  delivery  of  things  which  a  man  does  not  possess 
at  the  time;  but  this  is  obviously  out  of  the  question.  It 
would  prevent  operations  like  those  of  the  cotton  broker  or 
the  lumber  merchant,  which  economize  the  capital  of  the 
community  and  have  become  a  necessary  feature  in  modern 
business  life.  It  would  be  attended  by  great  and  disastrous 
irregularity  in  prices.  Any  legislation  of  tliis  kind,  in  order 
to  be  successful,  must  be  so  contrived  as  to  affect  the  gam- 
bling transactions  and  leave  the  legitimate  ones  compara- 
tively untouched. 

It  is  extremely  difficult  to  make  this  distinction  by 
law.  It  cannot  be  based  on  the  subject-matter  of 
the  transaction.  The  illegitimate  speculations  deal  with  the 
same  articles  as  the  legitimate  ones.    Sometimes  when  pub- 
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lie  indignation  has  been  roused  by  the  operation  of  brokers 
in  certain  lines  there  have  been  attempts  made  to  stop  all 
transactions  in  those  lines;  but  they  have  usually  proved 
disastrous.  In  the  year  1864,  the  large  issue  of  paper  cur- 
rency had  driven  gold  out  of  circulation  and  caused  it  to 
be  bought  and  sold  as  a  commodity.  Much  of  it  was  in  the 
hands  of  speculators.  AVhen  its  price  rose  more  than  one 
hundred  per  cent,  it  was  supposed  by  the  public  that  a 
part  of  this  increase  was  due  to  the  operations  of  these 
speculators.  All  gold  speculation  therefore  was  prohib- 
ited by  statute.  Under  the  excitement  of  public  opinion  in 
time  of  war  this  statute  was  enforced  to  a  far  greater  de- 
gree than  could  have  been  done  in  peace.  The  effect  was 
precisely  the  opposite  of  what  had  been  anicipated.  Every 
man  who  was  engaged  in  foreign  trade  had  to  provide  se- 
curity for  being  able  to  make  gold  payments  in  the  immedi- 
ate future,  if  called  upon  to  do  so.  Being  prevented  from 
dealing  with  speculators,  he  now  had  to  accumulate  a  re- 
serve of  his  own.  This  caused  an  increased  demand  foi' 
gold  at  a  time  when  it  was  unusually  diflficult  to  maintain 
an  adequate  supply.  Under  two  weeks'  operation  of  the 
act,  the  price  of  a  hundred  gold  dollars  rose  from  about 
two  hundred  paper  dollars  to  very  nearly  three  hundred. 
So  obvious  was  its  evil  effect  that  it  was  hurriedly  repealed 
as  a  means  of  preventing  further  commercial  disasters. 
Again,  in  the  early  part  of  1866  there  was  a  rise  in  the 
price  of  gold,  which  was  attributed  by  public  opinion  to 
the  speculators.  Their  machinations  were  defeated,  not  by 
legislation,  but  by  the  issue  to  the  market  of  a  part  of  the 
gold  lying  in  the  Treasury  of  the  United  States.  For  the 
moment  the  price  of  gold  fell,  and  the  people  rejoiced  that 
the  plans  of  the  speculators  had  been  defeated.  But  a  short 
time  later,  when  the  war  between  Prussia  and  Austria  caused 
a  demand  for  gold  in  Europe,  there  were  large  exports 
of  the  metal,  and  its  price  rose  by  natural  causes.  The 
United  States  was  obliged  to  buy  back  at  a  decided  loss, 
a  part  of  the  gold  which  the  Treasury  had  so  unwisely  is- 
sued.   It  turned  out  in  the  end  that  the  operations  of  the 
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speculators  in  anticipating  the  wants  of  the  future  would 
have  prevented  a  loss  to  the  country,  and  that  the  attempt 
of  the  Treasury  to  defeat  those  operations  was  attended 
with  expense  both  to  the  government  and  to  the  mercantile 
communitj". 

Nor  can  the  distinction  be  based  on  the  form  of 
the  transaction.  In  England  the  law  attempts  to  enforce 
a  requirement  of  actual  delivery.  But  in  the  majority  of 
speculative  commodities  delivery  is  made,  not  by  turning 
over  the  product  itself,  but  by  a  warehouse  receipt.  The 
physical  deliver}^  of  a  thousand  bales  of  cotton  every  time 
the  right  to  that  cotton  changed  hands  would  involve  an 
absurd  waste  of  power.  A  warrant  is  all  which  can  be 
delivered.  But  a  warrant  for  delivery  can  be  passed  as 
many  times  as  the  exigencies  of  the  law  require.  Instances 
are  on  record  where  such  warrants  have  changed  hands 
fifty  times  before  reaching  the  actual  consumer.  The  spirit 
of  the  law  requiring  delivery  can  thus  be  evaded.  It  is 
almost  as  easy  to  evade  laws  which  prohibit  the  settlement 
of  transactions  by  the  payment  of  margins— transactions 
where  there  is  no  delivery  of  goods,  but  a  pajTiient  of 
money  from  one  party  to  the  other,  based  on  a  change  in 
value  of  the  goods.  Where  it  can  be  proved  that  this  was 
the  original  intent  of  the  transaction  it  is  easy  to  stamp  it 
as  gambling ;  but  a  very  slight  change  in  fonn  is  sufficient  to 
enable  such  operations  to  be  continued  under  a  nominal 
compliance  with  the  letter  of  the  law  and  in  open  opposition 
to  its  spirit. 

The  difference  between  legitimate  speculation  and 
gnmhling  lies  neither  in  the  subject-matter  nor  in  the 
form  of  the  transactioyi,  but  in  its  intent  and  purpose. 
Legitimate  speculation  involves  anticipation  of  the  ncedf^ 
of  the  market  and  a  power  to  assume  risks  in  making  con- 
tracts to  meet  these  needs.  A  failure  to  fulfil  either  of  these 
re<iuirements  makes  the  operation  an  undesirable  one  for 
the  public  to  tolerate.  If  a  man,  instead  of  anticipating  the 
necfls  of  the  market,  attempts  to  manipulate  that  market  by 
combinations  and  corners,  any  gain  that  he  makes  is  usually 
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at  the  expense  of  the  public.  A  stricter  enforcement  of  laws 
with  regard  to  conspiracy,  and,  what  is  more  to  the  purpose, 
a  better  understanding  by  the  business  community  of  the 
distinction  between  what  is  good  and  bad  public  policy  in  this 
matter,  would  do  a  great  deal  to  remedy  some  of  the  worst 
evils  with  which  speculation  is  attended.  Of  even  more  im- 
portance is  the  requirement  that  a  speculator  should  actually 
take  the  risks  which  he  pretends  to  take.  He  should  specu- 
late with  his  own  capital,  and  not  with  other  people's.  If  a 
man  speculates  with  his  own  capital  the  transaction  is  apt 
to  be  a  legitimate  one;  if  he  speculates  with  the  capital  of 
the  community  it  is  almost  always  pure  gambling,  whether 
he  intends  to  be  so  or  not.  In  the  first  place,  a  requirement 
that  a  man  should  speculate  with  his  own  capital  makes  him 
more  cautious.  He  is  not  likely  to  take  risks  unless  there  is 
a  reasonable  chance  of  winning.  Moreover,  the  man  who 
has  the  capital  is  likely  to  be  a  fairly  good  judge  of  such 
risks.  If  he  has  saved  it  by  his  own  exertions  it  shows  that 
he  possesses  industry  and  prudence.  If  he  had  inherited  it, 
there  is  some  probability  that  he  has  inherited  these  same 
qualities,  and  an  even  higher  probability  that  he  has  the 
advantages  of  a  commercial  education.  If  in  spite  of  these 
advantages  he  makes  mistakes  and  fails  to  provide  the  public 
with  what  it  actually  needs,  he  is  unable  to  repeat  his  ex- 
periments. His  bad  judgment  has  eliminated  him  from  the 
ranks  of  speculators,  while  his  successful  rival,  by  the  very 
fact  of  his  success,  is  able  to  repeat  his  operations  on  a  larger 
scale  in  the  immediate  future.  As  long  as  the  requirements 
that  a  man  should  speculate  with  his  own  capital  is  rigidly 
enforced,  there  is  a  progressive  elimination  of  the  unfit  and 
and  selection  of  the  competent.  The  longer  this  process  goes 
on  the  greater  is  the  probability  that  the  icants  of  the  mar- 
ket ivill  he  anticipated  and  that  the  work  of  specidation  itiU 
prove  one  of  equalization ;  putting  products  where  they  are 
needed,  increasing  their  utility  to  the  community,  and  in- 
suring it  against  fluctuations  in  their  supply. 

Sec.  125.    But  if  a  man  can  speculate  on  borrowed  capital 
and  have  the  credit  of  the  community  placed  at  his  disposal 
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for  this  purpose,  the  result  is  likely  to  be  quite  different. 
The  chance  of  using  other  people's  money  puts  a  premium 
on  reckless  gambling  operations.  It  allows  the  speculator 
to  take  indefinite  chances  in  risking  what  does  not  belong  to 
him,  with  the  assurance  of  increasing  his  own  power  and  in- 
fluence if  such  gambling  is  successful  and  losing  nothing 
if  it  fails.  We  expose  ourselves  to  this  danger  by  loose  sys- 
tems of  credit,  by  loose  bankruptcy  laws,  and  above  all,  by 
loose  commercial  ethics,  under  which  the  public  opinion  of 
the  business  community  not  only  tolerates  but  admires  suc- 
cess in  operations  of  this  kind.  Instead  of  treating  specula- 
tion on  borroiccd  capital  as  a  fraud  on  the  community  and  de- 
noucing  it  as  such,  ive  offer  mild  criticism  in  case  of  failure 
and  unqualified  admiration  in  case  of  success.  There  is  no 
more  serious  danger  to  the  present  commercial  system  than 
this.  As  long  as  this  state  of  mind  continues  no  law  to 
check  the  abuses  of  speculation  can  be  made  effective.  With 
a  reform  in  public  sentiment,  little  or  no  law  would  be 
needed. 

It  is  not  only  in  commercial  matters,  but  also  in 
industrial  ones  that  the  speculator  exercises  a  dominant  in- 
fluence. He  controls  production  as  well  as  trade.  What 
the  merchant  does  when  he  buys  products  in  the  hope  of 
selling  them  at  an  advanced  price,  the  manufacturer  is  do- 
ing when  he  buys  labor  in  the  hope  of  selling  the  results 
of  that  labor  at  a  profit.  The  whole  wage  system  is  one 
under  which  the  employers  of  the  country  part  with  prop- 
erty rights  to-day  in  the  hope  of  securing  larger  property 
rights  in  the  future.  Part  of  their  prosperity  arises  from 
skill  in  organizing  labor;  part,  and  usually  a  larger  part, 
arises  from  skill  in  foreseeing  the  wants  of  the  market. 
The  success  or  failure  of  a  man  engaged  in  manufacturing, 
in  transporation,  or  in  agriculture  depends  more  upon  his 
skill  as  a  prophet  tlian  upon  his  industry  as  a  producer. 
When  Henry  George  says,  *'It  is  never  as  an  employer  of 
labor  that  any  producer  needs  capital.  When  he  does  need 
capital  it  is  because  he  is  not  only  an  employer  of  labor,  but  a 
merchant  or  speculator  in  or  an  accumulator  of  the  products 
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of  labor,"  he  has  described  a  salient  feature  of  the  modern 
industrial  system.  But  when  he  goes  on  to  assume  that  this 
state  of  things  is  an  unnecessary^  and  arbitrary  one,  he  fails 
to  take  the  facts  of  industrial  hi-story  into  account.  "We  have 
put  the  employment  of  labor  into  the  hands  of  those  who  are 
able  and  ready  to  speculate  in  the  i)roducts  of  labor,  because 
this  method  has  on  the  whole  proved  the  best  for  the  com- 
munity. The  industrial  development  of  the  last  three  or  four 
hundred  years,  rightly  interpreted,  is  an  account  of  the  rea- 
sons which  have  led  society  to  i3ut  the  control  of  its  industry 
into  the  hands  of  a  body  of  speculative  investors. 

All  productive  industry  involves  a  certain  amount 
of  risk.  Whenever  time  elapses  between  the  application 
of  labor  and  the  completion  of  the  product  of  labor 
in  a  form  available  for  actual  enjoyment,  there  is  an  ad- 
vance of  capital  to  the  producers  for  the  sake  of  a  remote 
and  generally  somewhat  unknown  result.  In  the  building 
of  a  factory  or  a  railroad  a  great  deal  of  food  is  consumed. 
Whether  the  product  of  the  labor  thus  applied  will  be  as 
useful  to  the  community  as  the  food  which  was  consumed 
by  those  who  have  produced  it,  is  always  somewhat  uncer- 
tain. The  more  remote  the  result,  the  greater  is  the  uncer- 
tainty. George's  own  chosen  illustration  refutes  his  assump- 
tion that  labor  necessarily  replaces  the  capital  which  it  con- 
sumes. ''Here  is  a  blacksmith  at  his  forge  making  picks; 
clearly  he  is  making  capital— adding  picks  to  his  employer's 
capital,  before  he  draws  money  from  it  in  wages.  Here 
is  a  machinist  or  boiler-maker  working  on  the  keel-plates 
of  a  Great  Eastern.  Is  he  not  also  just  as  clearly  cre- 
ating value— making  capital?"  No.  The  men  who  worked 
on  the  keel-plates  of  the  Great  Eastern  were  clearly  7iot  creat- 
ing value.  The  Great  Eastern  was  an  ill-designed  boat  that 
never  rendered  the  services  expected.  It  was  a  case  of  mis- 
directed labor.  Had  the  machinsts  and  boiler-makers  who 
worked  on  the  Great  Eastern  been  compelled  to  content 
themselves  with  the  price  which  the  result  of  their  labor 
ultimately  commanded,  they  would  have  star^-ed  before  it 
was  half  done.     In  the  simple  processes  like  those  of  the 
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blacksmith  the  result  is  so  near  at  hand  and  the  needs  of 
the  consumers  so  well  known,  that  the  chance  of  conspicu- 
ous failure  to  replace  the  public  capital  consumed  is 
very  small  indeed;  in  processes  like  those  of  steamship  or 
railroad  building  the  danger  is  indefinitely  larger.  The 
more  remote  the  consumers  in  time  or  place,  the  greater  is 
the  uncertainty  and  the  more  speculative  the  whole  trans- 
action. 

Especiallj'  prominent  does  this  uncertainty  become 
in  the  application  of  any  new  process  or  the  devel- 
opment of  any  new  locality.  Under  told  conditions,  experi- 
ence has  jDroved  what  jDroducts  are  wanted  and  how  labor 
can  be  economically  applied;  but  every  new  invention  or 
new  settlement  involves  a  multitude  of  new  and  unknown 
conditions.  Scientific  experts  cannot  predict  the  success 
or  failure  of  a  commercial  enterprise;  it  requires  the  test 
of  actual  experience.  Every  business  man  will  tell  you 
of  many  projects  that  look  well  on  paper  but  fail  to  work 
in  practice.  A  large  proportion  of  the  capital  embarked  in 
such  enterprises  is  lost.  A  large  proportion  of  the  food 
consumed  by  the  laborers  engaged  in  such  undertakings 
is  virtually  wasted. 

Are  we  to  forego  all  chance  of  such  progress? 
No.  The  gain  to  the  community  as  a  whole,  from  one 
successful  experiment,  may  outweigh  the  loss  from  ten  un- 
successful ones.  The  conservative  nation  that  never 
changes  its  methods  avoids  a  great  many  losses,  hut  it 
fails  to  make  the  conspicuous  gains  uhich  constitutue  mod- 
ern industrial  civilization.  The  problem  of  industrial  growth 
can  be  solved  only  by  encouraging  enough  experiments  to 
secure  progress  without  encouraging  so  many  as  to  destroy 
the  whole  accumulated  capital  of  the  community.  AVe  have 
tried  to  accomplish  the  fonner  object  by  giving  individual 
possessors  of  capital  the  chance  of  realizing  large  profits 
in  case  of  success;  and  to  i»rotoct  ourselves  against  the 
latter  danger  by  insisting,  at  least  in  theory,  that  a  man 
shall  make  these  experiments  at  his  own  exi^enso.  Tf  every- 
body were  free  to  undertake  them,  whether  he  liad  proved 
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his  fitness  by  accumulating  private  capital  or  not,  the  food 
supply  of  the  community  would  probably  soon  run  short. 
If  nobody  were  allov*'ed  to  make  them  until  the  whole  com- 
munity was  ready  to  vote  for  their  adoption,  they  would 
be  indefinitely  delayed.  By  leaving  it  to  the  option  of  the 
individual  projDerty  holder  to  undertake  them  or  not  as  he 
pleases,  society  secures  most  of  the  gain  and  avoids  most 
of  the  loss.  It  allows  him  to  waste  part  of  the  capital  of  the 
community  in  unsuccessful  experiments,  believing  that  his 
example  will  be  a  warning  to  prevent  others  from  follow- 
ing in  his  track,  and  that  the  immediate  loss  to  the  com- 
munity may  become  a  means  of  future  gain.  It  guarantees 
him  the  good  results  from  the  successful  experiments,  trust- 
ing that  competition  will  subsequently  prevent  his  profits 
from  being  too  large. 


SECTION  4 

Statement  Before  Scott  Committee 

By  John  C.  F.  Merrill 

(The  witness  was  duly  sworn  by  the  chairman.) 
The  Chairman.    Mr.  Merrill,  in  order  that  there  may  be 
no  doubt  that  you  will  be  able  to  conclude  the  statement  you 
wish  to  make,  I  will  ask  the  members  of  the  committee  to 
refrain  from  questioning  you  until  you  have  concluded. 

Mr.  Merrill.  Yes ;  I  will  be  as  brief  as  possible,  because 
I  realize  that  the  whole  subject  has  been  pretty  well  covered. 
As  you  gentlemen  all  know,  this  hearing  is  being  con- 
ducted by  the  Council  of  Grain  Exchanges  of  North  America ; 
it  was  so  announced  to  you  at  the  opening  of  it.  That  coun- 
cil comprises  all  the  important  exchanges  of  the  country,  and 
they  have  their  delegates  before  you.  At  the  opening  I  re- 
call that  I  stated  that  we  had  subdivided  the  subject,  and 
that  speculation  was  one  of  those  subdivisions.  In  spite 
of  my  protest  the  council  placed  upon  me  the  presentation 
of  that  subject  to  you,  and  I  realize,  gentlemen,  that  it  may 
be  an  uphill  proposition,  and  I  shall  not  dwell  upon  it  at 
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length,  in  fact,  scarcely  any  time  will  be  consumed  by  it, 
when  I  will  be  as  rapid  as  possible  in  getting  through  with 
the  general  survey. 

Speculation  has  been  defined  by  the  German  economist, 
Cohn,  as  "the  struggle  of  well-equipped  intelligence  with 
the  rough  power  of  chance."  I  think  that  is  as  good  a  defi- 
nition as  I  have  ever  heard.  Adam  Smith,  to  whom  Mr.  Pick- 
ell  referred,  and  with  whose  Wealth  of  Nations  I  presume 
all  of  3'ou  gentlemen  are  familiar,  since  it  came  off  the  press 
so  long  ago  as  1776  and  has  remained  a  high  authority  ever 
since,  says: 

*'In  the  progress  of  society,  philosophy  or  speculation 
becomes,  like  every  other  employment,  the  princi]ial  or  sole 
trade  and  occupation  of  a  particular  class  of  ciizens. " 

In  our  day  they  are  men,  generally  speaking,  of  capital. 
Mr.  Smith  also  says : 

"The  establishment  of  any  new  manufacture,  of  any  new 
practice  in  agriculture,  is  always  a  speculation  from  which 
the  projector  promises  himself  extraordinary  profits." 

It  would  appear,  therefore,  gentlemen,  that  the  world's 
best  thinkers  recognize  the  presence  of  speculation  in  all 
the  world,  wherever  there  is  human  activity.  The  consid- 
eration of  the  subject  of  speculation  is  attracting  a  great 
deal  of  attention  now  because,  in  the  natural  trend  of  things, 
the  over-taking  of  production  by  consumption  is  very  sharp- 
ly drawing  the  line.  Let  me  make  that  a  little  clearer.  Fif- 
teen years  ago,  approximately  speaking— you  may  take  a 
period  of  five  years  around  that  time— the  production  of 
corn  in  the  United  States  was  1,500  millions  of  bushels.  So 
thorouglily  did  that  1,500  million  of  bushels  satify  all  of 
the  domestic  and  foreign  demand  that  the  price  declined 
in  Chicago,  for  delivery  in  May,  to  a  mere  fraction  below 
20  cents.  There  were  some  hundreds  of  miles  of  corncribs 
in  the  aggregate  in  the  Mississip[)i  Valley  filled  with  ear 
corn,  some  of  it  three  years  old,  much  of  it  two  years  old, 
and  a  good  deal  of  it  of  the  last  ])rocoding  cro]).  The  weight 
of  that  enormous  quantity  of  grain,  largely  hedged  in  tlic 
Chicago  market— because  this  com  was  cribbed  by  capital- 
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ists— depressed  the  price,  of  course,  as  supply  and  demand 
result.  To-day  there  is  no  stock  of  last  crop  of  corn  on  hand, 
nor  was  there  last  year. 

I  received  an  order  in  December  of  last  year  to  buy  20,- 
000  bushels  of  old  com  during  the  month,  for  a  yeast  manu- 
facturing concern.  I  could  buy  it  of  any  color— white,  yel- 
low, or  mixed,  No.  2  or  choice  No.  3— in  my  judgment.  I 
succeeded  in  buying  6,000  bushels  of  it  in  the  ^Mississippi 
Valley,  in  the  market  district  of  Chicago  during  thirt}^  days. 
During  the  December  before  I  had  an  identical  order,  and  the 
result  was  that  I  got  that  year  about  3,000  bushels.  I  state 
these  facts  to  show  you  gentlemen  how  completely  con- 
sumption has  overtaken  production,  and  it  is  startling  because 
of  its  effect  on  many  other  things  that  you  gentlemen  will 
have  to  legislate  upon.  Not  only  has  that  surplus  disap- 
peared, but  we  have  increased  our  production  from  that 
1,500,000,000  to  2,940,000,000  of  bushels  in  1907,  approxi- 
mately 2,700,000,000  bushels  in  1908  and  approximately  2, 
800,000,000  bushels  in  1909.  And  yet  the  increased  produc- 
tion has  been  consumed,  and  far  less  of  it  has  been  exported. 
Years  ago  corn  was  looked  upon  as  a  food  lit  for  hogs  ,and 
as  a  fuel.  A  great  deal  of  it  was  consumed  as  fuel.  But  now, 
according  to  a  list  I  saw,  which  I  am  sorry  I  have  not  with 
me,  compiled  by  the  Iowa  Agricultural  College  at  Ames, 
there  were  114  uses  that  corn  is  devoted  to. 

Now,  you  can  readily  see  that  in  matters  of  speculation 
or  hedging,  that  great  quantity  of  corn  created  a  condition 
which  made  it  impossible  to  corner  the  market,  or  in  fact 
to  manipulate  it  much.  But  now  the  consumption  of  grain 
in  this  country  has  so  far  overtaken  the  production  that 
very  much  less  trading  affects  the  market  and  much  more 
quickly,  and  it  is  because  we  have  reached  that  stage  of 
acuteness  that  in  the  past  few  years  these  conditions  which 
you  gentlemen  deprecate,  which  we  all  deprecate,  have  pre- 
sented themselves,  and  it  is  a  matter  of  passing  moment,  I 
suppose,  that  the  great  market  of  Chicago  will  go  the  way 
that  all  the  exchanges  east  of  it  have  gone,  and  be  one  of  much 
decreased  activity,  because  hedging  trades  and  speculation 
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always  centers  around  the  places  where  the  raw  product 
reaches  its  initial  market;  and  just  as  westward  the  march 
of  empire  takes  its  way,  just  as  that  empire  moves  forward, 
with  the  filling  up  of  the  country,  so  does  the  center  of  ac- 
cumulation and  disposition  of  large  stocks  of  grain  move, 
and  without  that  accumulation  speculation  can  not  long  con- 
tinue. You  can  readily  understand  that  if  a  board  of  trade 
was  on  an  island  1,0CM)  miles  away  from  anywhere,  and  they 
had  only  1,000  members,  it  would  be  dog  eat  dog,  and  it 
would  soon  be  over  with.  There  would  not  be  anything  be- 
hind it. 

You  have  frequently  been  referred— I  have  noticed,  and 
I  suppose  you  are  well  familiar  with  it  without  reference- 
to  this  decision  of  the  Supreme  Court.  I  am  not  going  to 
read  it  because  of  its  value  as  a  decision  so  much  as  be- 
cause Justice  Holmes— and  I  marvel  at  it— so  thoroughly 
understands,  or  understood  when  he  wrote  that  decision,  the 
situation,  and  made  such  a  splendid  analysis  of  it  that  it 
is  very  creditable  to  him,  and  to  that  great  court,  that  it 
could  so  perfectly  understand  so  complex  matter  before 
rendering  its  decision.  This  is  rather  short,  and  I  want  to 
read  it  here  because  it  sets  forth  my  ideas  in  better  form 
than  I  can  give  them'  to  you  myself,  and  because  you  will 
pay  more  attention  to  it  than  you  would  anything  that  I 
might  say.  I  read  from  this  decision,  which  was  rendered 
May  8,  1905 : 

*'AMien  the  Chicago  Board  of  Trade  was  incorporated 
we  cannot  doubt  that  it  was  ex]-)ected  to  afford  a  market  for 
future  as  well  as  present  sales,  with  the  necessaiy  incidents 
of  such  a  market,  and  while  the  State  of  Illinois  allows  that 
charter  to  stand,  we  can  not  believe  that  the  pits,  merely  as 
places  where  future  sales  are  made,  are  forbidden  by  the 
law.  But  again,  the  contracts  made  in  the  pits  are  contracts 
between  the  members.  We  must  sup]>oFe  that  from  the  be- 
ginning, as  now,  if  a  member  had  a  contract  with  another 
member  to  buy  a  certain  amount  of  wheat  at  a  certain  time 
and  another  to  sell  the  same  amount  at  the  same  time,  it 
would  be  deemed  unnecessary  to  exchange  warehouse  re- 
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ceipts.  We  must  suppose  that  then,  as  now,  a  settlement 
would  be  made  by  the  payment  of  differences,  after  the 
analogy  of  a  clearing  house.  This  naturally  would  take 
place  no  less  that  the  contracts  were  made  in  good  faith  for 
actual  delivery,  since  the  result  of  actual  delivery  would  be 
to  leave  the  parties  just  where  they  wore  before.  Set-off  has 
all  the  eff'ects.  of  delivery.  The  ring  settlement  is  simply 
a  more  complex  case  of  the  same  kind.  These  settlements 
would  be  frequent,  as  the  number  of  persons  buying  and  sell- 
ing was  comparatively  small. 

The  fact  that  contracts  are  satisfied  in  this  way  by  set-off 
and  the  payment  of  differences  detracts  in  no  degree  from 
the  good  faith  of  the  parties,  and  if  the  parties  know  when 
they  make  such  contracts  that  they  are  very  likely  to  have 
a  chance  to  satisfy  them  in  that  way  and  to  intend  to  make 
use  of  it,  that  fact  is  perfectly  consistent  with  a  serious  busi- 
ness purpose  and  an  intent  that  the  contract  shall  mean 
what  it  says.  There  is  no  doubt,  from  the  rules  of  the 
board  of  trade  or  the  evidence,  that  the  contracts  made  be- 
tween the  members  are  intended  and  supposed  to  be  binding 
in  manner  and  form  as  they  are  made.  There  is  no  doubt 
that  a  large  i^art  of  those  contracts  is  made  for  serious  busi- 
ness purposes.  Hedging,  for  in/gtance,  as  it  is  called,  is  a 
means  by  which  collectors  and  exporters  of  grain  or  other 
products,  and  manufacturers  who  make  contracts  in  advance 
for  the  sale  of  their  goods,  secure  themselves  against  the 
fluctuations  of  the  market  by  counter  contracts  for  the  pur- 
chase or  sale,  as  the  case  may  be,  of  an  equal  quantity  of  the 
product,  or  of  the  material  of  manufacture.  It  is  none  the 
less  a  serious  business  contract  for  a  legitimate  and  useful 
purpose  that  it  may  offset  before  the  time  of  delivery  in  case 
delivery  should  not  be  needed  or  desired. 

Purchases  made  with  the  understanding  that  the  con- 
tract will  be  settled  by  paying  the  difference  between  the  con- 
tract and  the  market  price  at  a  certain  time  (Embrey  v. 
Jemison,  131  U.  S.  336;  Weare  Commission  Co.  r.  People, 
209  111.  528),  stand  on  different  ground  from  purchases  made 
merely  with  the  expectation  that  they  will  be  satisfied  by 
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set-off.  If  the  latter  might  fall  within  the  statute  of  Illinois, 
we  would  not  be  the  first  to  decide  that  they  did  when  the  ob- 
ject was  self-protection  in  business  and  not  merely  a  specu- 
lation entered  into  for  its  own  sake.  It  seems  to  us  an  ex- 
traordinary and  unlikely  proposition  that  the  dealings  which 
give  its  character  to  the  great  market  for  future  sales  in 
this  country  are  to  be  regarded  as  mere  wagers  or  as  ''pre- 
tended" buying  or  selling,  without  any  intention  of  receiv- 
ing and  paying  for  the  property  bought,  or  for  delivering  the 
property  sold,  within  the  meaning  of  the  Illinois  act.  Such 
a  view  seems  to  us  hardly  consistent  with  the  admitted  fact 
that  the  quotations  of  prices  from  the  market  are  of  the  ut- 
most importance  to  the  business  world,  and  not  least  to  the 
farmers ;  so  important  indeed,  that  it  is  argued  here  and  has 
been  held  in  Illinois  that  the  quotations  are  clothed  with  a 
public  use.  It  seems  to  us  hardly  consistent  with  the  ob- 
vious purposes  of  the  plaintiff's  charter,  or  indeed  with  the 
words  of  the  statute  invoked.  The  sales  in  the  pits  are  not 
pretended,  but,  as  we  have  said,  are  meant  and  supposed  to 
be  binding.  A  set-off  is  in  legal  effect  a  delivery.  We  speak 
only  of  the  contracts  made  in  the  pits,  because  in  them  the 
members  are  principals.  The  subsidiary  rights  of  their 
employers  where  the  members  buy  as  brokers  we  think  it 
unnecessaiy  to  discuss. 

In  the  view  which  we  take  the  proportion  of  the  dealings 
in  the  pit  which  are  settled  in  thie  way  throws  no  light  on 
the  question  of  the  proportion  of  serious  dealings  for  legiti- 
mate business  to  those  which  fairly  can  be  classed  as  wagers 
or  pretended  contracts.  No  more  does  the  fact  that  the  con- 
tracts thus  disposed  of  call  for  many  times  the  total  receipts 
of  grain  in  Chicago.  The  fact  that  they  can  be  and  are  set 
off  sufficiently  explains  the  possibility,  which  is  no  more 
wonderful  than  the  enormous  disproportion  between  cur- 
rency of  the  country  and  contracts  for  pnymont  of  money, 
many  of  which  in  like  manner  are  set  off  in  clearing  houses 
without  anyone  dreaming  that  they  are  not  paid,  and  for  the 
rest  of  which  the  same  money  suffices  in  succession,  the 
less  being  needed  the  more  rapid  the  circulation  is." 
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Gentlemen,  you  are  probably  all  well  aware  that  in  1888 
the  United  States  Government  appointed  a  commission  to 
investigate  certain  things,  called  the  Industiial  Commis- 
sion.   That  commission  was  composed  as  follows : 

Senator  James  H.  Kyle,  chairman;  Senator  Boies  Pen 
rose.  Senator  Stephen  E.  Mallory,  Senator  John  AV.  Daniel, 
Senator  Thomas  R.  Bard,  Representative  John  J.  Gardner, 
Representative  William  Lorimer,  Representative  L.  F.  Liv- 
ingston, Representative  John  C.  Bell,  Representative  Theo- 
bald Otjen,  Mr.  Andrew  L.  Harris,  Mr.  John  M.  Farquhar, 
Mr.  Eugene  D.  Conger,  Mr.  Thomas  W.  Phillips,  Mr.  Charles 
J.  Harris,  Mr.  John  L.  Kennedy,  Mr.  Albert  Clarke,  Mr. 
D.  A.  Tompkins,  Mr.  Charles  H.  Litchman,  E.  Dana  Durand, 
secretary.  4 

As  I  say  they  conducted  this  inquiry  covering  a  period 
of  something  over  two  years.  They  were  in  Chicago  at  our 
board  of  trade,  as  I  recall  it  now,  about  two  weeks.  A  good 
many  of  our  members  were  called  before  that  commission 
and  gave  all  the  testimony  that  we  were  competent  in  any 
way  to  give.  The  chairman  of  the  commission  was  Sena- 
tor James  H.  Kyle,  and  I  wish  just  to  present  two  or  three 
things  from  his  report,  which  I  would  like  to  put  on  record. 
This  is  from  his  report  on  the  distribution  of  farm  products : 

''Why  has  commercial  distribution  in  the  United  States 
become  so  largely  indentified  with  the  speculative  class  of 
trading  capitalists?  The  answer  is  that  it  has  been  found 
best  for  the  producing  and  consuming  interests  of  the  com- 
munity that  the  risks  of  distribution  should  be  localized  in  a 
separate  commercial  class  whose  members  are  in  a  jDosition 
to  inform  themselves  as  to  all  the  factors— past,  present, 
and  prospective— affecting  the  future  course  of  prices.  If 
the  risks  of  distribution  fell  upon  the  farmer,  it  would  in- 
crease materially  the  risks  of  capital  required  and  thus  raise 
the  rate  of  interest.  This  would  increase  the  cost  of  produc- 
tion and  would  consequently  tend  to  reduce  consumption  by 
rise  of  price  to  consumers.  Such  rise  of  price  beyond  a  cer- 
tain point  would  reduce  the  volume  of  trade.  If  consumers 
assmned  the  risk  of  distribution  there  would  be  verv  inad- 
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equate  provision  for  the  future.  Irregular  supply  of  sub- 
sistence soon  breaks  down  the  economic  efficiency  of  con- 
sumers, besides  impairing  their  regular  consuming  capacity 
as  customers  of  the  producer.  Hence  the  community,  pro- 
ducers, traders,  and  consumers  all  suffer  together. 

These  two  kinds  of  sei'vices  are  peculiar  to  speculative 
distribution— the  service  of  assuming  the  risks  that  arise 
from  changes  in  the  relation  of  demand  and  supply,  and  the 
service  of  giving  the  right  direction  to  the  commodities  avail- 
able for  consumption.  Even  in  famine-stricken  India,  the 
Government  regards  speculative  distribution  of  supplies 
as  on  the  whole  more  efficient  than  any  bureaucratic  dis- 
tribution could  be.  Without  this,  modern  markets  would 
be  deprived  of  a  very  great  share  of  their  efficiency  in  serv- 
ing producers  and  consumers.  In  fact,  those  who  have 
thought  out  the  subject  most  thoroughly  have  found  in  this 
directive  work  of  speculation  the  chief  justification  for  its 
existence.  "\Miere  government  has  assumed  even  part  of 
the  risk  of  crop  distribution,  as  in  Russia,  piles  .of  wheat 
rot  in  one  section,  while  people  starve  in  the  next. 

(There  are  no  grain  speculative  markets  in  Russia.) 

Professor  Emery  gives  it  as  his  opinion  that  organized 
speculation  is  found  to  be  the  means  of  making  the  needed 
l)rotection,  and  it  will  also  prove  itself  the  chief  directive 
influence  in  the  economic  field  in  which  it  prevails. 

Speculative  dealings  in  farm  products  have  then  three 
things  to  consider:  Concentration  and  distribution  of  sur- 
plus crops  at  right  times  and  places,  and  the  formation  of 
a  business  judgment  based  on  a  ratio  of  the  visible  supply 
to  the  world's  grain  and  cotton,  for  example,  to  the  custom- 
ary demand  of  its  consuming  communities.  The  scope  of 
this  task  of  fonning  a  judgment  upon  world-wide  condi- 
tions, and  forming  it  accurately  enough  to  stake  millions  of 
capital  upon  it,  is  perhaps  the  heaviest  hazard  on  our  whole 
modern  economic  organizations  of  society.  But  some  class 
of  investors  must  do  it,  or  the  consumers  must  pay  a  higher 
price  for  their  prorluce,  and  producers  must  be  content  to 
enter  the  market  with  fewer  competitors,  ready  to  buy  and 
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carry  their  surplus.  Producers  and  consumers  together, 
without  the  speculative  mechanism  at  work,  would  have  to 
divide  the  risks  of  distribution  between  them.  Neither  of 
these  interests  is  prepared  to  do  this.  Sound  commercial 
policy  is  the  best  served  by  a  rational  division  of  distribu- 
tive labor,  in  which  economic  freedom  and  economic  respon- 
sibility are  equally  respected.  The  economic  seiiices  of 
speculative  agencies  engaged  in  distributing  farm  products 
are  threefold: 

1.  They  localize  industrial  risks  among  a  commercial 
class  whose  special  function  is  to  distribute  surplus  supplies 
over  deficit  times  and  jDlaces  in  such  a  way  as  to  lessen  the 
uncertainty  of  producers  and  consumers. 

2.  They  relieve  producers  and  consumers  from  carrj'- 
ing  a  whole  year's  stock,  enabling  the  farmer  to  convert 
his  crop  promptly  into  cash  capital  and  the  latter  to  sup- 
ply himself  as  his  periodical  needs  may  require  without  en- 
hancing prices  beyond  the  original  rate  of  risks  and  returns 
of  such  capital  investments. 

3.  Competition  of  speculative  traders  tends  more  than 
any  other  force  to  reduce  profits  of  these  agencies  to  a  mini- 
mum per  unit  of  commodity  handled.  Eeleased  from  their 
economic  functions,  it  is  to  their  interests  to  seek  to  reduce 
the  risks  of  distribution  to  a  minimum.  By  exj^ert  ac- 
quaintance with  the  conditions  that  involve  risks,  the  haz- 
ardous elements  are  gradually  limited,  if  not  entirely  elimi- 
nated." 

That  is  signed  by  the  chairman.  Senator  Kyle,  and  it  is 
submitted  as  of  date  1900.  When  a  later  bill  bearing  upon 
this  same  subject  was  before  Congress,  Senator  Piatt,  of  Con- 
necticut, said: 

''The  farmers  complain  that  dealers  in  options  and  fu- 
tures improperly,  illegally,  if  you  please,  immorally  fix  the 
price  of  their  products.    I  do  not  believe  it.      *     *     * 

But  who  is  to  fix  the  price  of  the  productions  of  the  farm- 
ers if  this  bill  passes?  Have  they  thought  of  that  I  Do  they 
not  understand,  with  the  present  power  of  concentration  of 
capital,  with  the  present  haste  to  make  riches,  that  the  price 
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will  still  be  fixed  by  some  one  else  and  not  by  themselves? 
Has  it  ever  entered  their  minds  that  the  i^rices  hereafter  pre- 
vailing for  those  agricultural  products  will  be  fixed  in  the 
matter  of  grain  by  the  millers  and  the  elevator  men  and  the 
commission  merchants?  Do  the  farmers  expect  that  the 
price  will  be  fixed  by  the  millers  and  elevator  men  and  the 
railroad  and  commission  men  any  more  to  their  advantage 
than  they  now  suppose  it  to  be  fixed  by  the  men  who  deal  in 
future  contracts?'* 

That  is  from  what  was  said  by  Senator  Orville  H.  Piatt,  of 
Connecticut. 

I  have  here  a  speech  of  the  then  Senator  Edward  D. 
A^Tiite  on  the  same  subject.  I  am  not  going  to  read  it.  I 
thought  I  heard  some  one  say  that  it  had  been  filed  by  the 
cotton  people. 

Mr.  Burleson.    Yes ;  that  has  been  filed. 

Mr.  ]\Ierrill.  Yes.  The  part  of  it  which  I  wish  the  rec- 
ord to  show  that  I  referred  to  is  quite  an  exhaustive  theory 
by  Professor  Jevons,  which  Senator  White  incorporated  into 
his  address,  he  having  sent  it  to  the  chair  to  be  read  at  the 
time  he  made  his  address.  iVnyone  wanting  to  see  it  will 
of  course  know  where  it  is  to  be  found. 

A  good  deal  has  been  said  about  bucket  shops,  and  T 
would  like  the  record  to  show  a  good  definition  of  a  bucket 
shop.  The  one  I  give  you  first  is  from  the  Centurj'^  Diction- 
ary: 

''A  bucket  shop  is  an  establishment  conducted  nominally 
for  the  transaction  of  a  stock  exchange  business  or  a  business 
of  similar  character,  but  really  for  the  registration  of  bets, 
or  wagers,  usually  for  small  amounts,  on  the  rise  or  fall  of 
the  prices  of  stocks,  grain,  oil,  etc.,  there  being  no  transfer 
or  delivery  of  the  stocks  or  commodities  nominally  dealt  in." 

The  definition  as  given  in  the  Standard  Dictionary  is  as 
follows : 

"An  office  where  people  may  gamble  in  fractional  lots 
of  stock,  grain,  or  other  things  which  are  bought  and  sold 
on  the  exchanges,  llu'  bucket  shoji  uses  the  terms  and  out- 
ward forms  of  the  exchanges,  but  differs  fromi  exchanges 
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in  that  there  is  no  delivery,  and  no  expectation  or  inten- 
tion to  deliver  or  receive  securities  or  commodities  said)  to 
be  sold  or  purchased. ' ' 

There  is  another  short  statement  here,  I  can  not  give  you 
the  author,  but  I  will  just  introduce  it  as  a  quotation. 

''A  'bucket  shop'  is  a  place  wherein  are  posted,  as  they 
occur,  the  fluctuating  prices  of  grains,  provisions  and  stocks 
in  the  great  exchanges  at  the  leading  commercial  centers. 
Under  the  guise  of  a  contract  to  buy  or  sell  one  of  these  com- 
modities, the  proprietor  of  the  'shop'  will  wager  any  comer 
that  the  price  will  advance  before  it  declines,  or  will  decline 
before  it  advances  to  a  certain  named  point.  Neither  party 
'buys'  anything.  Neither  party  'sells'  anything.  Neither 
party  intends  either  to  buy  or  sell  anything.  The  decision 
of  the  wager  hangs  upon  a  quotation  which  is  made  by  men 
engaged  in  actual  trade  perhaps  five  hundred  or  a  thousand 
miles  distant,  with  which  the  bettors  have  nothing  to  do  and 
upon  which  their  wager  exerted  no  influence." 

The  supreme  court  of  Indiana,  in  the  case  of  Pearce  et  al. 
V.  Bill  (149  Ind.,  136),  speaking  through  Judge  Jordan, 
said: 

"The  mischief  and  evil  consequences  resulting  to  the 
State  from  the  operations  of  the  bucket  shop  are  almost  be- 
yond computation.  It  assumes  an  air  of  legality  and  respecta- 
bility and  insidiously  ensnares  many  innocent  victims  be- 
fore the  public  learn  of  their  danger.  It  ought  to  be  out- 
lawed by  statute,  as  its  existence  is  a  menace  to  society,  and 
its  operations  immoral,  contrarv  to  public  policv,  and  il- 
legal." 

Another  decision  of  the  supreme  sourt  of  the  State  of 
Indiana  iu  the  case  of  the  Western  Union  Telegraph  Co.  v. 
the  Hammond  Elevator  Co.,  contains  in  part  the  following: 

"We  have  no  statute  denouncing  optional  gambling  as  a 
crime,  but  contracts  for  the  purchase  and  sale  of  commodi- 
ties not  to  be  delivered,  but  only  to  be  performed  by  advanc- 
ing and  paying  differences,  are  void  at  common  law.  The 
business  or  operations  of  the  bucket  shop  have  been  the  source 
of  much  evil,  and  the  question  of  prohibiting  such  transac- 
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tions  or  business,  as  it  is  generally  conducted,  merits  the 
consideration  of  the  legislature." 

From  the  latter  it  will  be  seen  that  the  supreme  court 
advises  the  legislature  to  enact  such  legislation  as  will  do 
away  with  bucket  shops,  and  it  would  seem  the  legislature 
of  no  state  could  ask  more  than  the  recommendation  of  its 
supreme  court. 

I  am  hurrying  along  as  fast  as  I  can  Mr.  Chairman.  For 
the  moment,  anyway,  until  you  take  up  questioning,  I  will 
leave  the  discussion,  in  a  general  way,  of  these  questions, 
and  I  want  to  refer  particularly,  so  that  it  may  be  of  record, 
to  some  of  the  practices  of  my  own  exchange,  the  Chicago 
Board  of  Trade.  Take  first  the  question  of  penalty  on  off 
grades  when  delivered.  We  have  no  off  grade  of  wheat  de- 
liverable under  any  penalty.  The  grades  of  wheat  deliver- 
able in  our  market  have  been  explained  to  you  by  Mr.  Fitch, 
The  corn  market  is  slightly  different  in  that  No.  3  corn  may 
be  delivered  at  5  cents  penalty,  the  intention  being  to  very 
fully  protect  the  buyer,  because  there  is  never  so  much  mar- 
ket difference  as  that,  and  the  board,  desiring  to  make  it  as 
difficult  as  possible  for  anyone  to  manipulate  the  market,  by 
vote  of  its  membership  })assed  that  rule.  In  the  operation 
of  that  rule  you  will  readily  see  that  if  the  seller  can  find 
it  to  his  better  interest  to  sell  the  No.  3  corn  in  the  open  mar- 
ket and  buy  a  like  quantity  of  contract  corn  he  may  do  so, 
and  therein  lies  his  protection ;  but  if  he  is  caught  with  a 
large  quantity  of  X<>.  3  corn  in  a  year  perha]is  when  there  is 
little  contract  corn  then  his  maximum  loss  by  })eing  unable 
to  comply  with  his  contract  would  be  covered  in  that  way. 
To  show  you  bow  possibly  that  might  be  tlie  case  I  have 
a  couple  of  market  reports  which  my  finn,  in  writing  to  me 
since  I  have  been  here,  inclosed  in  their  letters,  not  with  any 
tbouglit  of  tlieir  being  offered  here,  l)ut  simply  to  acquaint 
me  with  the  state  of  the  market,  and  here  is  a  statement 
of  daily  inspection  of  grain.  Under'  date  of  February  16, 
the  total  receipts  of  corn  inspected  that  day  were  407  cars, 
of  which  there  was  but  1  car  of  contract  corn,  the  other  4C)(^ 
cars  all  being  below  contract  com,  and  of  course  a  large 
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part  of  that  corn  had  been  hedged  when  it  was  bought  from 
the  farmers  and  sold  for  May  or  some  other  delivery  in  Chi- 
cago; but  of  course  on  the  arrival  was  sold  on  sample  to 
driers  or  consumers  for  such  purposes  as  they  might  buy 
it  for. 

Me.  Hawley.  Will  that  466  cars  of  corn  be  made  con- 
tract corn  by  drying! 

Mji.  JMeeeill.  Some  of  it  only.  I  am  chairman  of  the 
grain  committee,  and  it  is  a  very  active  committee,  having 
charge  of  all  the  cash  grain  interests  of  that  board,  and  under 
the  uniform  rule  now  adopted  by  nearly  all  the  great 
corn-producing  States  there  is  a  rule  of  inspection.  In- 
spection in  our  State  is  under  a  state  law  enacted  thirty-nine 
years  ago.  It  is  a  very  perfect  system,  built  up  under  the 
care  of  the  State.  The  No.  2  corn  may  have  a  moisture  con- 
tent of  16  per  cent  maximum,  and  we  have  found  that  corn 
which  has  a  maximum  moisture  content  of  above  18  per  cent 
does  not  lend  itself  well  to  drying,  because  after  drying  it 
breaks  to  pieces  badly;  having  been  so  much  swollen  up  and 
enlarged  with  the  moisture,  which  when  rapidly  taken  out 
of  it  leaves  it  in  such  a  condition  that  the  ordinary  running 
through  spouts  and  dropping  into  cars  breaks  it,  and  it  be- 
comes floury;  and  it  makes  the  grain  dirty,  which  prevents 
it  grading  No.  2  and  carries  it  into  a  lower  grade. 

The  report  I  have  here  is  of  the  19th  instant,  on  which 
day  the  receiijts  of  corn  were  344  cars,  of  which  again  only 
1  car  was  contract 'corn.  The  crop  of  1908  was  of  fine  qual- 
ity and  a  large  percentage  of  it  graded  No.  2,  and  there  was 
so  little  No.  3  in  it  that  it  sold  all  year  within  V4  to  V2  cent  of 
the  No.  2 ;  but  of  course  when  the  quantity  of  it  is  so  great 
that  it  can  not  be  graded,  or  dried  into  No.  2  corn,  it  of  neces- 
sity raises  this  question  of  possible  delivery  of  No.  3.  Under 
such  conditions  the  discount  would  be  more  because  of  the 
greater  quantity  of  No.  3;  and  I  would  say,  further,  that 
whenever  the  off  grade  is  delivered  the  warehouse  receipts 
can  not  be  mixed  in  with  other  receipts  covering  No.  2  corn. 
On  a  sale  for  future  delivery  of  5,000  bushels  we  could  not 
deliver  2,000  bushels  of  No!  2  and  3,000  bushels  of  No.  3 ; 
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we  would  have  to  deliver  the  whole  5,000  bushels  of  No.  3,  so 
that  a  miller  getting  it  would  not  get  a  mixed  lot. 

With  respect  to  the  banker's  position  in  hedging,  I  heard 
D.  R.  Forgan,  of  the  National  City  Bank  of  Chicago  (deposits 
$22,000,000),  state  at  a  large  meeting  of  the  Association  of 
Commerce  and  Board  of  Trade  of  our  city,  tTiat  he  would 
not  loan  money  to  anyone  on  grain;  that  is,  would  not  loan 
it  at  the  usual  percentage  advance,  which  is  nearly  the  mar- 
ket value,  except  to  an  Armour  that  was  not  hedged.     • 

There  was  a  question  asked  by  some  gentleman  of  the 
commitee  the  other  day  about  the  increased  amount  of  money 
that  would  be  required  in  case  the  market  went  up  and  mar- 
gins had  to  be  put  up.  I  think  some  of  you  gentlemen  asked 
such  a  question,  and  it  is  a  good  understanding  of  the  facts 
that  you  want,  so  that  perhaps  if  I  juct  recite  the  modus 
operandi  from  start  to  end,  going  through  with  the  bank 
part  of  it,  may  be  valuable.  If  A  buys  100,000  bushels  of 
wheat  for  $1  a  bushel,  he  takes  the  warehouse  receipts  over 
to  the  bank  and  leaves  the  warehouse  receipts  and  the  in- 
surance policies  with  the  banker ;  he  will  also  tell  the  banker 
that  it  is  hedged.  If  the  banker  has  the  slightest  disposi- 
tion to  question  his  word,  he  will  ask  him  to  bring  the  hedg- 
ing contracts,  which  he  will  be  furnished  with.  The  banker 
then  knows  that  he  has  the  property  and  he  has  the  contracts 
covering  the  hedge,  and  all  that  has  to  be  done  to  make  those 
contracts  good  all  the  time  is  to  call  margins  from  the  people 
to  whom  the  wheat  is  sold  if  the  market  should  go  down,  so 
that  the  wheat  would  be  protected  against  loss  through  their 
failure  to  receive  and  pay  for  it. 

On  the  other  hand,  if  the  market  should  go  up  and  the 
man  owning  the  wheat  should  be  required  to  put  up  margins, 
he  would  go  to  the  banker  and  say:  *'The  market  is  up  10 
cents  and  I  am  called  $10,000  on  this  wheat."  The  banker 
having  the  wheat  and  the  contracts  and  knowing  that  it 
will  be  delivered  if  he  deposits  the  margins,  and  thereby  pro- 
tects the  contract— because  if  he  did  not  deposit  the  mar- 
gins the  ])eoplo  who  had  the  contract  would  enter  the  market 
and  buv  it  for  the  account  of  A— will  very  readilv  advance  the 
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margin  money.  Of  course  he  takes  an  ordinary  promissory 
bank  note  for  it  and  passes  the  money  to  the  credit  of  A,  and 
A  immediately  gives  a  check  for  the  margin.  Tliis  is  written 
in  two  certificates,  an  original  and  duplicate,  and  it  states 
on  the  face  of  those  certificates  the  names  of  both  parties 
to  the  contract,  and  it  also  states  that  the  money  can  not  be 
released  from  deposit  for  the  margin  purposes  until  the  mar- 
gin certificate  is  returned  bearing  the  indorsement  of  both 
parties  to  the  contract.  By  that  process  you  will  see  that 
the  bank  does  not  subject  any  of  its  money  to  being  checked 
out  into  another  bank,  the  bank  being,  as  almost  all  the  large 
banks  are,  denominated  by  the  board  of  trade  as  a  deposi- 
tory for  the  deposit  of  money  for  margin  purposes. 

So  that  the  hedging  of  grain  becomes  an  absolute  cer- 
tainty to  the  banker,  under  those  circumstances,  which  are 
those  which  prevail  in  our  market ;  whereas  to  hold  100,000 
bushels  of  wheat  without  a  hedge  and  the  market  going  down 
10  cents  would  involve,  of  course,  a  loss  of  $10,000,  it  would 
be  pure  speculation,  and  A  might  not  be  financially  able  to 
sustain  such  a  loss,  and  the  banker  would  find  himself  with 
the  wheat  certificates  in  hand,  worth  less  than  the  amount  of 
money  he  had  advanced,  and  with  no  contract  against  them. 
I  have  gone  this  far,  and  you  immediately  say,  "The  Scott 
bill  does  prohibit  that."  I  am  aware  of  that;  but  suppose 
it  is  No.  3  wheat,  and  there  is  a  parits^  of  a  cent;  I  can  go 
to  my  bank  with  100,000  bushels  of  that  No.  3  wheat,  and 
if  it  is  No.  3  it  can  not  be  delivered  on  a  contract,  and  the 
banker  knows  that  I  can  not  deliver  it,  but  he  knows  that  I 
liave  these  contracts  on  an  equal  quantity  of  No.  2,  and,  the 
market  moving  up  and  down,  the  most  I  could  suffer  would 
be  a  variation  of  that  parity  between  the  two  grades,  and  that 
that  would  not  be  at  any  time  a  material  sum  of  money;  it 
might  be  a  c^nt  a  bushel,  $1,000  on  100,000  bushels,  or  at  2 
cents,  $2,000  and  the  amount  being  small,  he  would  rely 
upon  A  as  being  sufficiently  able  to  take  care  of  that. 

A  few  words  on  the  intention  of  the  commission  merchant 
to  receive  and  deliver,  as  set  forth  by  Justice  Holmes.  I 
am  particularly  anxious  to  elucidate  this  thought  because  of 
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the  questions  which  Cougressman  Beall  has  asked  of  some 
of  the  witnesses  about  his  friend  down  in  Alabama  who  would 
buy  or  sell.  You  will  have  gathered  from  what  the  Supreme 
Court  has  said,  that  there  is  always,  without  any  exceptions 
or  variations,  an  intent  on  the  part  of  the  commission  mer- 
chant in  Chicago  when  he  receives  that  order,  if  it  is  to  buy, 
to  receive  that  grain  for  the  account  of  the  man  who  sends 
the  order,  and  when  he  sells  it  to  deliver  it  for  his  account, 
unless  there  should  be  a  set-oflF,  as  Mr.  Justice  Holmes  says, 
which  is  equal  to  delivery.  If,  buying  that  corn  for  the  man 
in  Alabama  for  May,  and  ]\ray  1  comes  and  he  has  not  sold 
it,  the  corn  will  be  delivered  to  me  as  the  commission  mei'- 
chant,  in  warehouse  certificates.  I  immediately  insure  it.  I 
advise  him  that  it  has  been  delivered,  that  it  has  five  clays 
to  run  free  of  storage,  when  storage  will  begin  at  the  rate 
of  one-fortieth  of  1  cent  a  day,  or  1  cent  in  forty  days,  one- 
fourth  of  a  cent  for  each  ten  days— only  it  does  not  run  in 
fractional  parts  thereof  as  it  does  in  some  markets.  We 
formerly  had  it  that  way,  but  we  deemed  it  to  be  somewhat 
unfair,  so  that  it  is  now  fixed  as  I  have  said.  We  would  con- 
tinue to  carry  it  for  his  account  until  such  time  as  he  should 
order  it  put  on  cars  and  shipped  and  sold  out  in  the  market. 
If  we  sold  it  out  on  the  market,  immediately  on  selling  it 
we  would  deliver  it  and  render  an  account  of  sale,  and  if 
he  should  order  it  sold  before  the  1st  of  May  that  would  not 
interfere  at  all  with  the  receipt  of  the  com  by  us  and  its  de- 
livery just  the  same;  having  both  the  purchase  and  the  sale 
for  his.  account  we  are  willing  to  send  him  an  account  of  sales 
when  he  orders  it  sold,  because  our  position  is  then  defined. 

AVe  do  not  have  to  wait  a  minute  on  delivery.  The  de- 
liveiy  is  made  during  certain  hours  when  the  delivery  clerks 
are  all  assembled  in  one  room  and  the  deliveiy  is  consum- 
mated very  rapidly;  enormous  quantities  of  grain  may  be  de- 
livered in  a  few  minutes.  So  that  whatever  may  have  been  the 
intent  of  Mr.  Beall's  friend  in  making  that  order,  for  wliat- 
cver  purpose  he  may  have  wished  to  buy  that  grain,  he  has 
done  a  ])erfectly  legitimate  thing,  according  to  the  same 
decision  of  the  Supreme  Court,  which  1  have  not  with  me,  but 
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which  you  gentlemen  are  all  familiar  with,  in  which  the  Su- 
preme Court  has  said  that  it  is  a  perfectly  legitimate  reason 
for  the  buying  of  grain  to  buy  it  for  the  sake  of  the  rise.  A 
man  does  not  have  to  have  a  mill  or  a  bunch  of  steers  to 
consume  it,  or  he  does  not  have  to  buy  it  for  any  other  reason 
than  that  he  believes  it  is  good  property  to  own,  no  matter 
whether  he  is  mistaken  in  that  belief  or  not ;  so  that,  knowing 
that  our  Mississippi  friend  has  a  perfect  right  even  as  a 
speculator  to  buy  that  grain,  if  he  deposits  with  us  a  suffi- 
cient security  we  will  give  to  him  credit  for  the  rest  and  will 
buy  the  grain  for  him  and  will  handle  it  for  him  in  that  way ; 
and  knowing  that  we  are  thoroughly  upheld  by  the  law.  And 
on  that  point,  I  suppose,  the  Scott  bill  is  intended  to  stop  that 
kind  of  trading.  I  am  not  a  lawyer,  gentlemen,  but  the  lan- 
guage of  the  Supreme  Court  is  so  clear  that  we  fail,  of  course, 
to  understand  how  such  a  law  could  be  held  constitutional. 
But  that  is  not  the  point.  We  are  not  here  to  discuss  law 
questions,  we  are  here  primarily  discussing  the  ethical  side 
of  it  because  we  believe  we  are  entirely  right,  that  this  in- 
crement of  the  undesirable  which  attaches  itself  to  us  is  very 
greatly  enlarged  upon  whenever  it  comes  to  the  surface 
and  is  recognized  by  the  newspaper  fraternity,  and  is  fea- 
tured a  great  deal  more  than  it  should  be.  The  broad,  si- 
lent, deep-flowing  stream  of  commerce,  of  a  thousand  times 
more  importance  and  volume  is  not  nuticed;  but  the  ripple 
on  the  surface,  when  one  occurs,  is  made  a  great  deal  of,  and . 
I  presume  some  of  you  gentlemen  have  had  some  experience 
with  the  newspapers  when  they  have  written  up  something 
you  have  said  or  done,  and  you  have  appreciated  what 
gross  exaggeration  at  times  is  indulged  in,  not  because  they 
wished  to  misrepresent,  but  because  in  many  instances  their 
sources  of  information  are  not  reliable.  However,  we  have 
expressed  a  great  concern  about  that,  and  realize  that  we  are 
not  half  so  black  as  we  are  painted,  and  that  our  good  quali- 
ties, if  we  possess  them,  and  we  know  we  do— we  may  be  al- 
lowed to  say  it— are  little  noted,  and  that  you  gentlemen 
here,  with  all  due  respect  to  you,  are  attaching  too  much 
importance  altogether  to  this  public  notoriety  attaching  to 
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this  increment.  We  know  that  this  undesirable  increment  at- 
taches, and  it  always  has,  to  men  in  all  fields  of  human 
activity  or  endeavor,  legislators,  ministers  of  the  gospel  and 
everybody,  and  that  it  would  be  a  vain  and  idle  attempt  to 
seek  to  eliminate  it  wholly  from  the  grain  trade.  The  specu- 
lator or  speculation  fills  a  gap  between  the  buyer  and  seller 
of  the  grain,  the  producer  and  the  consumer.  That  part  I 
will  not  go  into  any  further. 

A  scalper  is  but  another  speculator,  but  the  scalper  is 
hardly  worthy  of  a  moment 's  thought  on  your  part  or  mine, 
because  he  does  not  do  any  harm  or  does  not  accomplish  any- 
thing. He  is  an  individual  in  every  market ;  I  have  seen  him 
in  every  market;  that  is  in  the  market  of  every  commodity. 
I  have  seen  him  in  the  lumber  market  in  Chicago  buying 
cargoes  of  lumber  when  we  used  to  get  a  good  many  schooners 
loaded  with  lumber,  before  the  pine  of  Michigan  and  Wiscon- 
sin had  disappeared;  we  were,  as  you  may  know,  the  largest 
lumber  market  in  the  world.  We  no  longer  hold  that  ^Dosition. 
I  have  seen  them  buying  live  stock  out  at  the  yards, 
hogs  and  cattle  by  the  carload,  and  horses,  and  I  have  seen 
them  buying  iron.  In  fact,  John  W.  Gates,  with  whom  I 
have  been  well  acquainted  for  many  years,  made  his  first 
$30,000  scalping  in  iron.  But  the  scalper  exercises  no  influ- 
ence on  the  exchanges.  He  is  trading  for  the  next  fluctuation ; 
that  is  all  he  is  doing.  AMiat  he  buys  this  minute  it  is  known 
that  he  is  going  to  sell  in  the  next  two  or  three  minutes,  and 
when  a  man  has  bouglit  a  thing  and  is  going  to  sell  it  again 
immediately,  and  he  buys  it  and  sells  it  back  and  forth,  it 
cuts  no  figure  and  has  nothing  to  do  with  disturbing  values 
from  either  the  farmer's  or  the  consumer's  standpoint. 

Gentlemen,  I  guess  the  rest  of  what  I  have  to  say  to  you 
may  best  be  brought  out  by  your  questions.  I  assume  that 
you  have  some  questions  to  ask. 

Mr.  Hawley.  In  this  matter  you  referred  to  a  moment 
ago,  let  me  make  an  illustration.  A  man  buys  100,000  bush- 
els of  wheat,  and  it  is  in  tlie  waroliouso.  Uo  wants  to  borrow 
money  on  it.  He  has  already  hedged  it.  Suppose  that  sud- 
denly he  should  suffer  great  financial  loss,  that  a  fire  should 
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break  out  in  the  warehouse  and  destroy  a  considerable  por- 
tion if  not  all  of  the  grain.  The  banker,  to  indemnify  him- 
self would  have  recourse  to  the  insurance  on  the  grain? 

Mr.  Meerill.  We  always  deposit  the  insurance  policies 
with  the  certificates. 

Mr.  Hawley.     And  you  deposit  the  hedging  contract  ? 

JVCr.  Merrill.  If  the  banker  asks  for  it.  Of  course,  if 
he  believes  that  I  am  honest  he  will  not  ask  me  to  bring  it  to 
him. 

Me.  Hawley.    But  you  would  have  the  hedging  contract  ? 

Mr.  Merrill.  Oh,  yes ;  that  contract  would  be  carried  to 
him. 

jMr.  Hawley.     That  is,  in  a  measure,  an  insurance. 

Mr.  Merrill.  Yes ;  he  knows  exactly  where  the  grain  is 
going. 

Mr.  Hawley.  These  questions  that  I  am  asking  may 
have  been  already  covered  by  others.  I  have  not  been  here 
all  the  time.  Have  the  contracts  as  made  on  your  exchange 
ever  been  tested  in  the  courts  1 

Mr.  Merrill.     Yes. 

Mr.  Hawley.     They  have  been  held  legal  in  all  instances  ? 

Mr.  Merrill.     In  all  instances;  by  the  Supreme  Court. 

Mr.  Hawley.    In  all  instances? 

Mr.  Merrill.     In  every  instance. 

Mr.  Hawley.  Have  you  ever  changed  them  to  conform  to 
the  decision  of  the  court  ? 

Mr.  Merrill.     No,  sir. 

Mr.  Hawley.     In  what  courts  have  they  been  tested? 

Mr.  Merrill.  In  the  supreme  court  of  the  State  of  Il- 
linois and  in  the  Supreme  Court  of  the  United  States  in  other 
courts. 

Mr.  Hawley.  In  case  a  member  of  your  exchange  fails 
to  keep  his  agreement  with  you,  would  5'ou  sue  him? 

Mr.  Merrill.  The  proceeding  would  be  before  the  direc- 
tors. We  only  expel  for  dishonest  conduct.  We  suspend 
for  dishonorable  conduct.  He  would  be  suspended  from  all 
privileges  of  the  board  until  he  had  met  his  engagements.  If 
there  was  any  question  about  it,  it  w^ould  be  submitted  to  a 
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commitee  of  arbitration  of  ten  men,  and  if  he  was  not  satis- 
fied with  that  arbitration  he  could  appeal  it  to  a  committee 
of  appeals  of  ten  men.  Ordinarily  the  outgoing  president 
goes  onto  the  board  of  appeals. 

Mr.  Hawley.     That  does  not  quite  answer  my  question. 

Mr.  Merrill.  Then  if  there  was  any  question  about  it 
and  he  still  refused  to  pay,  he  would  then  be  suspended. 
Then  of  course  being  suspended  and  olf  the  board,  if  he  had 
money  and  we  could  not  get  it  from  him  in  any  other  way, 
we  would  have  to  sue  him.  That  would  be  our  only  recourse 
then.  But  we  call  margins  on  contracts  as  may  be  needful ; 
we  do  not  have  those  questions  arise. 

]\Ir.  Hawley.     But  you  would  sue  him? 

Mr.  Merrill.    Yes. 

Mr.  Hawley.  But  not  until  he  was  expelled  from  your 
membership? 

Mr.  Merrill.     We  would  exhaust  our  own  remedies  first. 

Mr.  Haa\t.ey.     That  does  not  happen  often! 

Mr.  Merrill.  No,  sir;  there  may  have  been  instances, 
but  I  can  not  recollect  any  of  them. 

Mr.  Hawley.  Have  you  filed  with  the  commitee  cita- 
tions of  the  decisions? 

Mr.  Merrill.    No,  sir ;  I  have  not. 

Mr.  Hawley.     Have  you  them,  so  that  you  can  file  them  ? 

Mr.  Merrill.  I  will  engage  to  do  so  as  soon  as  I  return 
to  Chicago.  I  will  ask  our  attorney,  Mr.  Bobbins,  to  make 
up  a  list  of  them. 

Mr.  Hawley.     I  wish  you  would. 

Mr.  Merrill.  I  will  certainly  attend  to  it,  sir.  Did  you 
hear  me  read  the  decision  of  the  Supreme  Court? 

Mr.  Hawley.     Yes. 

Mr.  Merrill.  It  covers  everj'^  point  that  can  be  raised. 
It  gives  us  as  clean  a  bill  of  health  as  any  exchange  could 
have.     That  is  from  the  Supreme  Court  of  the  United  States. 

The  Chairman.  In  glancing  through  the  rules  of  the 
board  of  trade  I  notice  in  section  20  on  page  22  some  terms 
that  I  do  not  exactly  understand  and  I  would  like  to  have 
your  interpretation  of  them. 
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The  board  of  directors  is  hereby  empowered  to  establish 
a  public  ''Call"  for  corn,  oats,  wheat,  and  rye  to  arrive,  to 
be  held  in  the  Exchange  room  immediately  after  the  close 
of  the  regular  session  on  each  business  day. 

What  do  you  mean  by  that? 

1Mb.  Merrill.    You  asked  about  the  call,  did  you  not? 

The  Chairman.    Yes. 

Mr.  Merrill.  Very  well ;  to  answer  your  question.  The 
call  is  a  call  for  car  lots  of  grain  to  aiTive.  Grain  sold  for 
shipment  from  the  country  to  Chicago,  this  is  now  February, 
will  first  be  ''seller,  the  month,"  and  then  the  next  to  be 
called  will  be  first  half  of  March ;  and  then  March,  and  so  on 
through ;  and  anyone  out  in  the  country  having  a  carload  of 
corn  or  a  carload  of  oats  or  any  grain,  it  being  a  less  quantity 
than  can  be  sold  for  forward  delivery  in  the  pit,  and  hedged 
in  that  way,  sells  it  on  the  call  with  the  intent  of  delivering 
that  identical  car,  of  course,  when  he  ships  it  in.  Now,  we 
did  that  because— I  hope  my  elevator  friends  back  here  will 
not  think  I  am  trenching  on  their  i>rovince— we  did  that 
because  elevator  concerns,  or  large  concerns  in  our  market, 
by  reason  of  their  having  the  ownership  of  elevators,  had  a 
great  advantage.  It  costs  three-quarters  of  a  cent  for  eleva- 
tion and  storage  for  the  first  ten  days,  and  then  this  one- 
fortieth  of  1  cent  begins  ten  days  after  that;  and  that  three- 
quarters  of  a  cent  always  follows  the  grain.  The  man  who 
delivers  it  on  contract  does  not  deduct  that.  The  man  who 
ships  it  out  pays  that.  If  I  buy  a  cargo  of  grain  I  pay  that 
three-quarters  of  a  cent  for  the  discharging  of  my  grain  to 
my  vessel.  Now,  these  men  got  control  practically  of  all  the 
grain  moving  to  Chicago,  and  the  smaller  fry  were  out.  Our 
business  was  greatly  interfered  with,  because  they  would  use, 
as  I  said,  that  three-quarters  of  a  cent,  or  part  of  it,  to  bid 
more  than  we  could  afford  to  bid. 

And  so  the  call  was  established,  and  the  board  exercising 
its  right  by  rules  and  regulations  over  its  members,  prohibits 
trading  in  grain  of  any  kind  for  future  delivery  after  1 :15 
o'clock,  when  the  session  closes,  until  9 :30  next  morning  when 
it  opens,  and  likewise  it  prohibits  any  trading  in  grain  to 
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arrive  in  car  lots,  except  at  the  prices  established  on  the  open 
call.  Otherwise  we  found  we  were  kept  down  in  our  offices 
until  nearly  midnight,  and  we  had  to  stay  there  in  order  to 
take  care  of  our  business,  because  we  would  be  constantly 
called  up  over  the  telephone  by  somebody  who  would  say 
' '  Smith  has  offered  me  so  and  so  for  a  car  of  corn,  and  what 
will  you  do?"  After  the  close  of  the  exchange,  trading  was 
adjourned  to  some  other  place,  and  it  got  so  bad  that  they 
used  to  adjourn  to  the  lobbies  of  one  or  two  of  the  hotels,  or 
a  number  of  men  would  assemble  somewhere  and  continue 
to  trade,  so  that  the  board  exercised  this  right,  and  it  is 
wholly  within  the  provisions  of  our  charter.  In  fact,  United 
States  District  Attorney  Sims  had  his  attention  directed  to 
this  call,  thinking  it  was  possibly  a  restraint  of  trade,  and 
I  went  over  with  our  attorney  to  explain  it  to  him— this  was 
a  year  ago— and  he  said:  ''I  can  readily  understand  how 
you  have  a  right  to  exercise  that  function  of  control  over 
your  members."  The  result  of  it  was  that  it  carried  the 
trade  back  into  the  hands  of  150  or  200  firms,  which,  without 
the  call  and  until  we  instituted  it,  had  drifted  into  the  hands 
of  a  few  men,  showing  where  the  grain  trade  of  the  country 
will  go  unless  it  can  be  kept  broadly  based. 

The  Chairman.  Then,  in  brief,  if  I  undersand  your  ex- 
planation, this  rule  is  intended  to  prohibit  the  members  of 
your  exchange  making  any  offer  for  corn  or  buying  corn 
between  1:30  p.  m.,  when  the  exchange  closes,  and  9:30  a. 
m.  the  next  morning,  when  it  opens! 

^Fr.  Merrill.  That  is  the  result  of  the  establishing  of 
a  call  where  buyers  and  sellers  of  car  lots  of  grain  may  go 
and  transact  their  business,  of  course,  through  a  member  of 
our  board. 

The  Chairman.  Would  a  member  of  your  board  be  i)er- 
mitted  under  the  rules  to  send  a  bid  out  to  a  country  mer- 
chant for  corn,  naming  any  price  other  than  that  fixed  at  the 
call? 

Mr.  Merrill.    Naming  none  above  it. 

The  Chairman.     Naming  none  above  it? 

Mr.  Merrill.     Naming  none  above  it  during  the  hours 
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that  the  exchange  is  closed.  You  understand,  he  could  bid 
anything  he  wanted  to  between  9 :30  and  1 :15. 

The  Chairman.  I  understand,  but  he  could  not  bid  above 
a  certain  figure  between  1:.30  and  9:30  the  next  morning? 

Mr.  Merrill.     No. 

The  Chairman.  Is  it  not  a  fact  that  nearly  all  the  bids 
sent  out  through  the  country  are  sent  out  by  mail  after  1 :30  f 

Mr.  Merrill.  Yes,  sir;  the  bids  go  out;  but  the  next 
morning  if  the  market  should  be  higher  so  that  they  could 
pay  more,  all  the  grain  dealers  throughout  the  countiy  are 
very  well  informed  now  through  telephones  or  othei'wise, 
and  they  will  phone  in  and  say,  "Your  bid  yesterday  on  corn 
was  67.  I  can  sell  it  to  you  at  eiV^."  Or  they  will  file  with 
us  a  sale  list.  There  is  a  class  of  farmers  of  whom  the  grain 
dealer  knows  that  he  can  buy  their  corn  at  a  spot  price,  and 
they  have  told  him  when  he  can  sell  it  for  that  he  can  book 
it  and  phone  them,  so  that  the  call  in  that  way  cariies  to  the 
grain  dealers  in  the  country  in  the  morning  a  bid  on  which 
they  may  work  with  their  farmers. 

The  Chairman.     But  it  carries,  all  of  them,  the  same  bid  ? 

Mr.  Merrill.     Yes. 

The  Chairman.  It  practically  eliminates  competition 
between  1:30  and  9:30  the  next  morning? 

Mr.  Merrill.     Yes. 

The  Chairman.  To  what  extent  is  it  not  in  restraint  of 
trade! 

Mr.  Merrill.  You  say  in  restraint  of  trade.  That  is 
not  the  intent  of  the  call,  at  least.  It  would  be  paradoxical 
TO  say  that  it  was  a  restraint  of  trade,  because  as  a  matter 
of  fact  the  establishing  of  the  call  restored  the  greatest  free- 
dom of  trade.  That  was  the  object  of  it.  There  was  great 
restraint  of  trade  established  by  the  concentration  in  the 
hands  of  seven  firms,  of  the  business,  before  the  establishment 
of  the  call ;  and  the  theory  of  it  and  the  practical  working  of 
it  is  to  restore  that  trade  to  the  open  bids  and  competition  of 
.  a  least  150  separate  firms  instead  of  seven  firms. 

The  Chairman.  Why  was  it  concentrated  into  the  hands 
of  seven  firms? 
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Mb.  Merrill.  I  have  sought  to  show  you  that  these  seven 
firms  owned  the  elevators,  and  that  we  would  have  to  pay 
that  three-fourths  of  a  cent  storage.  If  the  grain  went  into 
the  elevators,  those  people  had  the  advantage  of  that. 

The  Chairman.  And  yet  from  the  standpoint  of  the 
seller  of  the  grain  would  it  not  be  better  to  have  competition 
between  seven  firms  than  to  have  no  competition  between  150 
firms  T 

Mb.  Merrill.  He  has  now  active  competition  of  all  buy- 
ers. It  is  only  suspended  until  the  next  morning,  and  then 
he  has  the  most  active  competition  of  all  of  them  until  1 :15, 
so  that  there  is  no  restraint. 

The  Chairman.  Then  the  remedy  in  the  hands  of  the 
seller  is  not  to  accept  any  offer  he  gets  between  1:30  and 
9:30t 

Mr.  Merrill.  He  does  not  need  to,  sir.  These  accept- 
ances are  all  due  to  be  received  in  Chicago  before  the  open- 
ing of  the  market  the  following  morning.  The  operation  of 
it,  Mr.  Chairman,  I  assure  you  has  been  very  excellent  in  that 
it  has  given  a  very  much  broader  market,  and  wider  compe- 
tition than  existed  before. 

The  Chairman.  Have  you  any  information  as  to  wheth- 
er it  has  been  more  satisfactory  to  the  sellers  than  the  former 
condition  T 

Mr.  Merrill.  Well,  I  have  heard  no  complaint  about  it. 
In  fact,  I  am  very  sure  that  it  is  much  more  satisfactory  to 
them. 

The  Chairman.  I  called  the  attention  of  Mr.  Fitch  the 
other  day  to  two  or  three  market  letters  containing  para- 
graphs which  were  evidently  intended  to  encourage  gambling, 
pure  and  simple.  Do  I  understand  that  such  paragraphs  are 
uncommon  in  the  market  letters  sent  out  by  members  of  your 
exchange? 

Mr.  Merrill.  Well,  Mr.  Chairman,  you  say  "evidently 
intended  to  encourage  gambling."  I  stated  a  little  while 
ago  that  every  order  executed  on  the  board  contemplates  the 
delivery.  Now,  your  wording,  "gambling,"  I  could  not  con- 
sent to. 
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The  Chairman.  I  used  that  word  because  I  did  not  want 
to  beat  around  the  bush.  We  understand  very  well  what  the 
transaction  is. 

Mr.  Merrill.  Yes;  it  is  speculation,  simon  pure. 
Whether  these  persons  are  qualified  to  buy  grain  for  forward 
delivery  because  they  think  it  is  going  to  rise  or  not  is  not 
my  business,  because  I  do  not  know  who  they  are ;  but  with 
respect  to  the  market  letter,  I  do  not  know  who  he  is,  and  I 
do  not  want  it  to  be  of  record  here  that  I  do  know,  because 
some  of  these  people  will  think  as  a  representative  of  the 
Chicago  Board  of  Trade  down  here  I  have  injured  them.  I 
think  I  can  identify  it  well  enough;  and  there  has  been  talk, 
Mr.  Chairman.  Not  long  ago  a  matter  was  brought  before 
our  board  of  directors  and  as  we  were  going  out  of  the  room, 
informal  conversation  occurred  with  respect  to  some  of  these 
overstatements,  as  you  may  call  them.  I  scarcely  know  just 
how  to  well  describe  them,  but  we  think  they  are  undignified, 
to  say  the  least;  that  they  do  not  reflect  the  proper  degree  of 
dignity  on  the  board  of  trade  in  that  they  are  seeking  to  get 
what  we  call  small  speculators,  and  that  is  the  class  which 
we  generally  discourage  all  we  can,  because  as  a  rule  they 
are  not  financially  equipped  to  speculate. 

The  Chairman.  Do  you  make  that  statement  with  con- 
sideration, that  the  small  speculator,  in  the  newspaper  par- 
lance of  to-day,  the  ' '  lamb, ' '  is  generally  discouraged  ? 

Mr.  Merrill.  Yes,  sir;  I  think  that  is  true  with  nearly 
all  board  of  trade  firms.  If  you  will  allow  me  to  say  this  for 
myself,  I  invariably  advise  a  man  to  not  speculate.  I  have 
never  encouraged  anybody  to  do  it.  I  have  had  to  conduct 
the  business  at  times  on  a  large  scale  for  those  who  said  they 
were  going  to  do  it  anyway,  and  they  have  said, ' '  If  you  want 
the  business,  all  right;  if  not,  we  will  let  somebody  else  do 
it."  But  I  have  returned  money  many  times  to  men  who 
have  said  to  me,  **What  do  you  think  of  wheat;  is  it  a  pur- 
chased I  can  see  that  with  them  it  is  a  very  great  risk. 
They  have  not  the  well-equipped  intelligence  that  Cohn,  tte 
German  economist,  describes  as  belonging  to  the  speculator. 

The  Chairman.    Do  you  return  such  letters  as  those 
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when  they  come  from  your  personal  friends  or  from  your 
regular  customers  only,  or  do  you  return  all  such,  whether 
you  know  the  writers  or  not  I 

Mb.  Merrill.    All  such. 

The  Chairman.  What  proportion  of  the  membership  of 
your  exchange  do  you  think  follows  your  custom  in  that 
respect? 

Mr.  Merrill.  I  should  think  a  very  large  proportion  of  it. 

The  Chairman.    More  than  half? 

Mr.  IMerrill.  Yes,  I  think  nearly  all ;  I  should  think  90 
per  cent  of  them,  certainly. 

The  Chairman.  Then  if,  in  the  judgment  of  90  per  cent 
of  the  membership  of  your  board,  such  practices  are  inad- 
visable, not  to  say  indefensible,  it  would  not  seem  to  be  a  very 
diflScult  matter  to  adopt  a  rule  that  would  prohibit  them, 
would  it? 

Mr.  Merrill.  Not  if  you  could  censor  those  orders.  You 
would  have  to  establish  some  means  of  passing  upon  those 
orders  which  would  fairly  represent  the  board,  or  which 
would  fairly  represent  the  voice— the  concrete  opinion  of  the 
board.  That  is  where  the  difficulty  resides,  you  know.  It 
is  private  business,  so  to  speak,  and  you  can  hardly  know 
whether  somebody  will  view  that  particular  order  in  the  same 
way  that  you  do,  and  it  is  hardly  feasible  to  establish  a  cen- 
sorship of  that  business. 

The  Chairman.  It  seems  to  have  been  feasible  on  some 
other  exchanges.  There  was  a  gentleman  who  was  here  the 
other  day,  testifying  on  behalf  of  the  Minneapolis  Board  of 
Trade- 

Mr.  Merrill.  That  was  in  respect  to  sending  those  in- 
flammator}"  market  letters? 

The  Chairman.  Yes.  He  made  the  statement  that  their 
rules  prohibited  such  statements  in  letters,  and  I  believe  the 
gentleman  from  the  Toledo  board  made  the  same  statement 
regarding  his  exchange. 

Mr.  Merrill.    Yes. 

The  Chairman.     And  it  would  eeem  that  what  has  proven 
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to  be  feasible  on  those  boards  might  be  practicable  on  the 
Chicago  Board  of  Trade. 

Mr.  Merrill.  I  can  only  assure  you  that  if  Congress 
could,  by  law  or  in  any  way,  enable  us  to  differentiate  be- 
tween the  desirable  and  undesirable,  we  should  be  most  happy 
to  assist  in  every  way  that  we  might.  That  would  be  a  very 
difficult  thing  to  accomplish. 

The  Chairman.  Of  course  you  understand  that  Congress 
can  not  go  into  a  State  and  legislate  touching  a  matter  which 
is  wholly  within  the  State. 

Mr.  Merrill.    No;  that  is  right. 

The  Chairman.  And  yet  it  would  seem  that  it  might  be 
possible  for  an  organization  to  prohibit  by  rule  or  regulation 
a  practice  which  nine-tenths  of  its  members  declare  to  be 
unwise,  injudicious,  and  harmful. 

Mr.  Merrill.  I  appreciate,  Mr.  Chairman,  and  of  course 
you  will  realize,  that  is  doing  it,  in  that  case,  from  an  ethical 
standpoint,  not  from  a  legal  (standpoint.  The  Supreme  Court 
has  upheld  the  receiving  of  any  of  those  orders,  if  we  wish 
to  do  it.  There  is  nothing  illegal  or  unlawful  about  it. 
You  will  have  to  get  the  Supreme  Court  to  change  its  atti- 
tude on  that  before  it  could  be  enforced,  because  a  man  with 
$100  who  wants  to  buy  1,000  bushels  of  grain  because  he 
believes  it  is  going  up,  has  the  same  lawful  right  to  buy  that 
1,000  bushels  of  grain  as  a  man  who  has  $100,000  and  wants 
to  buy  more. 

The  Chairman.  Yet  it  would  seem  if  the  rules  of  the 
exchange  are  powerful  enough  to  prohibit  its  members  from 
competing  with  each  other  in  the  matter  of  prices  between 
the  hours  of  1 :30  and  9 :30,  they  ought  also  to  be  powerful 
enough  to  prevent  its  members  from  inserting  objectionable 
matter  in  their  market  letters. 

Mr.  Merrill.  I  agree  with  you,  fully.  As  I  the  other 
day  rose  to  state,  there  is  some  talk  of  censoring  the  letters. 
Now,  we  are  back  to  the  letters.  We  were  speaking  before 
of  the  small  dealers.  I  agree  with  you  heartily,  and  I  think, 
under  the  provision  even  of  our  charter,  that  the  board  could» 
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do  this.  It  is  a  matter  that  has  been  given  informal  consid- 
eration of  late.     The  provision  I  speak  of  is  this : 

''Said  corporation  is  hereby  authorized  to  establish  such 
rules,  regulations,  and  by-laws  for  the  management  of  their 
business  and  the  mode  in  which  it  shall  be  tranisacted  as  they 
may  think  proper. ' ' 

Would  you  not  think  that  that  would  cover  the  authority? 

The  Chairman.  It  would  seem  as  if  that  would  convey 
very  broad  authority. 

Mb.  Mebrill.    I  think  so. 

The  Chairman.  Then  you  would  not  have  any  difficulty 
in  reaching  that  evil ;  and,  if  I  may  be  pardoned  the  sugges- 
tion  

Mr.  Merrill.  Very  glad  of  your  suggestion ;  do  not  be 
afraid. 

The  Chairman  (continuing).  It  would  appear  that  if 
by  resolution  you  could  eliminate  that  objectionable  feature 
in  your  exchange  you  would  go  very  far  toward  eliminating 
the  criticism  of  your  methods,  generally;  because  nobody  is 
complaining,  through  the  countrj-  or  on  this  committee  or 
elsewhere,  of  the  practice  of  hedging  in  a  legitimate  way. 
The  complaint  is  that  inducements  are  held  out,  that  tempta- 
tions are  offered,  to  the  lambs  to  come  in  from  all  over  the 
countrj"  and  be  sheared,  and  there  seems  to  be  too  much 
ground  for  that  complaint. 

Mr.  Merrill.  President  White  told  you  the  other  day 
about  the  vote ;  had  26  of  our  members  voted  the  other  way, 
and  I  think  there  are  a  good  many  of  the  others  who  have 
changed  their  minds  since,  we  should  have  had  such  a  rule ; 
but  following  that,  Mr,  Chairman,  a  resolution  was  offered 
before  our  directors  which  provides  that  any  attempt 
at  forestalling  or  cornering  or  manipulating  the  market  will 
hereafter  be  regarded  by  this  directory  as  being  a  grave 
offense,  and  our  rule  relating  to  such  offense  shall  be  rigidly 
enforced.  I  offered  that  resolution  myself,  and  it  was  unani- 
mously adopted  by  the  entire  directory;  so  that  any  member 
of  our  board  to-day  who  attempts  manipulation  or  forestall- 
ing or  cornering  the  market  will  be  expyelled. 
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The  Chairman.  I  think  there  would  be  little  against  the 
board 

Mb.  Merrill.  The  sentiment  has  grown  very  rapidly 
among  our  members.  I  want  to  say  that  in  1895  we  had  the 
most  drastic  comer  rule  drawn  by  the  late  Judge  Beckwith, 
of  our  State,  and  it  remained  on  the  books  for  eleven  years, 
until  1888.  There  were  no  corners,  and  the  producing  public 
made  such  a  ''holler,"  so  to  speak,  if  you  will  allow  me  that 
word,  saying  that  we  had  killed  the  bull  in  the  market ;  that 
the  price  was  always  down;  that  we  had  this  corner  rule, 
and  if  a  member  did  anything  that  looked  like  cornering  the 
market  we  would  expel  him  and  deal  with  him ;  and  a  cam- 
paign was  waged  among  the  patrons  of  the  board— and  these, 
mark  you,  were  the  people  who  produced  the  grain— and 
that  rule  was  repealed  after  being  on  our  books  for  thir- 
teen years. 

And  now  that  consumption  has  overtaken  production,  and 
that  incidents  which  formerly  did  not  create  a  ripple,  because 
of  the  great  supply  of  grain  impending  and  hanging  over 
the  market,  are  no  longer  at  work,  this  great  change  in  the 
conditions  has  come.  I  suppose  you  read  in  the  paper  a 
little  while  ago  about  the  Albany  miller  cornering  wheat  in 
our  market.  Well,  he  had  about  800,000  bushels  bought,  an 
infinitesimal  amount  compared  with  the  great  stock  in  our 
market,  and  it  came  up  to  the  last  day  of  this  last  September 
and  the  market  was  $1.09V2.  I  was  one  of  the  committee 
appointed  by  the  directors  to  investigate  that  affair  and  see 
what  there  was  in  it  and  make  a  report,  and  we  had  numer- 
ous witnesses,  all  who  were  in  any  way  interested  in  or  re- 
lated to  that,  before  us  and  under  oath,  and  one  witness  testi- 
fied that  he  was  given  an  order  to  purchase  5,000  bushels  of 
wheat,  and  it  was  $1.09^2,  and  he  bid  $1.09y2  and  he  did  not 
get  it,  and  he  bid  $1.10  and  he  did  not  get  it,  and  inside  of 
two  minutes,  without  a  sale  being  made  in  the  pit,  it  was 
$1.15,  and  after  only  two  other  sales  it  was  $1.20.  The  name 
of  this  man  has  been  so  public  in  the  papers  that  I  need  not 
hesitate  to  mention  it.  I  refer  to  Mr.  Waterman.  He  is  a 
resident  of  Albany,  N.  Y.,  and  not  a  member  of  our  board. 
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At  that  price,  $1.20,  he  being  in  Chicago  at  the  time,  he 
authorized  his  broker  to  begin  selling,  and  he  supplied  all 
the  demands  at  $1.20.  Next  morning,  the  first  day  of  Octo- 
ber, he  had  all  of  the  receipts  for  the  No.  2  red  winter  wheat, 
which  by  reason  of  its  scarcity  has  a  premium  of  12  to  15 
cents  on  it  now,  picked  out  of  the  lots  of  receipts  that  had 
been  delivered  to  him,  and  sold  it  all  to  mills  at  $1.21%. 

The  Chicago  Board  of  Trade  was  not  responsible  for  that 
occurrence.  There  was  nobody  particularly  injured.  That 
does  not  occur  frequently;  it  is  a  rare  occurrence.  But  in 
this  rule  that  we  came  so  near  enacting  was  a  clause  which 
required  the  establishing  of  a  true  commercial  value  of  any 
commodity  which  by  reason  of  manipulation  or  any  other 
cause  had  been  so  carried  out  of  and  beyond  its  real  value; 
that  is,  carried  up  to  a  value  that  you  might  call  fictitious. 
Although  that  did  not  prove  to  be  fictitious  with  No,  2  red 
winter  wheat,  yet  his  No.  2  winter  and  No.  2  hard  were  not 
worth  that.     They  were  still  below. 

The  Chairman.  If  that  class  of  our  population  which 
uses  the  Chicago  Board  of  Trade  in  the  same  way  and  for 
the  same  purpose  as  the  bucket  shops  are  used  should  with- 
draw their  business  from  Chicago,  would  it  interfere  in  any 
way  with  the  operations  of  your  board? 

Mb.  JklERRiLL.  No ;  I  do  not  think  it  is  sufficiently  large. 
I  do  not  think  we  would  know  it;  we  would  not  appreciate 
it.    It  is  only  here  and  there  that  an  individual  does  that. 

Mr.  Sims.  I  understood  you  to  speak  of  its  being  desir- 
able to  get  rid  of  what  you  call  the  ** small  dealer?" 

Mr.  Merrill.    Yes,  sir. 

Mr.  Sims.  Now,  if  the  business  is  a  good  one  and  it  is 
an  ethical  business  and  a  business  that  is  a  benefit  to  the 
whole  country,  why  deprive  any  class  of  the  privilege  of 
using  its  rules? 

Mr.  Merrill.  That  is  why  I  said  it  was  only  for  ethical 
reasons  and  not  legal  reasons. 

Mr.  Sims,  You  could  increase  the  amount  of  the  contract 
and  eliminate  the  little  people,  could  you  not? 
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Mb.  Merrill.  Yes;  in  fact,  in  wheat  we  do  trade  in 
1,000-bushel  lots.    In  other  grains  it  is  5,000-bushel  lots. 

'Mr.  Sims.  If  they  want  to  get  rid  of  the  little  fellow,  all 
they  have  to  do  is  to  make  the  rule  so  as  to  exclude  him; 
that  is,  increase  the  minimum  contract? 

Mr.  Merrill.     They  might  do  that. 

Mr.  Burleson.     Or  increaise  the  margin? 

Mr.  Sims    That  would  affect  the  big  man  just  the  same. 

Mr.  Merrill.  That  was  the  Hughes  report,  that  that  is 
the  objectionable  part  of  speculation;  that  is  the  small  fry, 
as  we  will  call  it ;  and  that  commission  recommended  that  the 
margin  be  increased  so  as  to  prevent  the  smaller  men,  the 
men  of  small  means  who  can  not  afford  to  lose  a  dollar,  per- 
haps, from  trying  to  speculate.  It  is  the  weak  that  Justice 
Holmes  speaks  of,  too. 

Mr.  Sims.  That  would  indicate  that  the  majority  of 
small  dealers  lose  in  all  your  exchanges. 

Mr.  Merrill.*  Sooner  or  later. 

Mr.  Sims.    And  yet  you  insist  that  it  is  a  natural  market. 

Mr.  LIerrill.    Yes ;  a  natural  market. 

Mr.  Sims.  You  have  used  corn  as  an  illustration,  and  I 
will  also  adopt  it  as  an  illustration.  How  many  grades  of 
corn  are  deliverable  on  your  contracts? 

Mr.  Merrill.  No.  2  only,  but  in  the  three  colors— No.  2 
yellow.  No.  2  white,  and  No.  2  mixed. 

Mr.  Sims.    Are  they  of  the  same  market  value? 

Mr.  Merrill.  Yes ;  they  are  practically  of  the  same  mar- 
ket value,  because  the  first  two  put  together  will  make  mixed. 
At  times  the  white  for  the  southern  trade  has  a  premium  of 
2  or  3  cents  over  the  other.  I  have  known  it  to  be  5  cents 
because  of  its  scarcity. 

Mr.  Sims.  Then  under  your  contract  it  is  not  permis- 
sible to  deliver  a  lower  grade  of  corn  at  an  overvaluation  of 
price? 

Mb.  Merrill.  No  sir;  he  can  deliver  No.  3  com  at  5 
cents  discount.    I  have  never  known  it  to  be  5  cents. 

Mr.  Sims.    Would  you  regard  it  as  in  harmony  with  the 


Legitimate  Exchanges  265 

correct  rules  of  commerce  to  permit  the  delivery  of  a  lower 
grade  of  com  at  an  overvalued  price? 

Mk.  Mekrlll.  No,  sir ;  in  our  business  that  would  be  the 
same  as  if  a  man 

Mr.  Sims.  If  that  was  permitted,  what  would  be  the  ef- 
fect on  the  market  price  of  corn  ? 

'Mn.  Merrill.     I  think  it  would  depress  it. 

Mr.  Sims.  Do  the  prices  of  your  future  contracts  main- 
tain a  parity  with  the  prices  of  actual  corn— the  market 
prices  of  actual  corn? 

Mr.  Merrill.     Oh,  yes,  sir. 

Mr.  Sims.  If  this  parity  was  not  maintained,  if  there 
was  a  violent  fluctuation  in  this  margin,  and  your  futures 
would  sometimes  go  up  at  the  same  time  that  your  price  of 
corn  goes  down,  or,  vice  versa,  when  the  price  of  futures 
goes  down  the  price  of  corn  goes  up 

Mr.  Merrill.    Yes. 

Mr.  Sims  (continuing).  "Would  it  be  safe  to  buy  a  future 
contract  for  hedging  purposes? 

Mr.  Merrill.  Yes,  it  would  be  safe ;  but  that  parity,  you 
understand,  might  fluctuate,  but  it  would  fluctuate  within 
small  limits,  comparatively. 

Mr.  Sims.  Within  small  limits?  In  a  way,  the  parity 
would  remain  uniform;  if  your  futures  went  up,  your  corn 
would  go  up? 

Mr.  Merrill.     Yes. 

Mr.  Sims.  If  your  futures  went  down,  your  corn  would 
go  down? 

Mr.  Merrill.    Yes, 

Me.  Sims.  Now,  suppose  that  under  the  operations  of 
the  rules  of  your  exchange  it  was  possible  to  so  bring  it 
about  that  thi^  margin  was  wiped  out,  that  the  parity  was 
destroyed,  would  it  then  be  a  safe  proposition  to  attempt  to 
hedge? 

Mr.  Merrill.  If  I  understand  your  question,  that  would 
mean  that  if  May  corn  and  spot  corn,  or  cash  com,  were  the 
same  price  would  I  think  then  it  would  be  safe  to  hedge? 
Is  that  what  you  mean? 
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Me.  Sims.  No  ;  what  I  mean  is  this :  If  under  the  rules 
and  operations  of  your  exchange  it  is  possible  for  the  price 
of  your  futures  to  go  down 

Mr.  Merrill.    Yes. 

]\Ir.  Sims  (continuing).  And  at  the  same  time  the  price 
of  spot  corn  to  go  up 

Mr.  Merrill.    Yes. 

]VIr.  Sims  (continuing).  Would  it  not  catch  a  man  who 
atempted  to  hedge,  and  pull  him  at  both  ends,  and  would  he 
not  lose  on  his  futures  and  on  the  corn? 

Mr.  Merrill.    Yes ;  he  would  lose  in  that  case. 

Mr.  Sims,  But  you  say  that  does  not  take  place  on  your 
exchange? 

Mr.  Merrill.     No,  sir. 

LIr.  Sims.  But  if  it  did  take  place,  would  they  not  pull 
him  at  both  ends? 

Mr.  Merrill.  Yes,  sir;  but  when  May  comes,  cash  com 
is  May. 

!Mr.  Sims.  Yes,  I  understand  that.  As  the  contract 
month  comes  around,  the  prices  of  the  futures  and  spots 
gradually  come  together  ? 

Mr.  Merrill.    Yes. 

Mr.  Sims.  But  if  that  was  not  the  case,  your  hedge 
would  not  be  worth  much  to  you,  would  it? 

Mr.  Merrill.    Yes,  for  it  could  not  be  otherwise. 

Mr.  Sims.    Well,  but 

Mr.  ]\Ierrill.    All  right. 

Mr.  Sims.  You  say  it  could  not  be  otherwise.  I  do  not 
know  enough  about  it  to  take  issue  with  you,  and  I  am  not 
going  to  take  issue  with  you ;  but  suppose  on  some  other  ex- 
change that  did  not  take  place? 

Mr.  Merrill.    Yes. 

Mr.  Sims.  Another  thing;  you  spoke  of  Patten  as  a 
great  merchant? 

Mr.  Merrill.     Somebody  did. 

Mr.  Sims.  No;  you  used  that  expression.  I  wrote  it 
down. 

Mb.  Gushing.    I  said  that. 


Legitimate  Exchanges  267 

Mr.  Merrill.  Mr.  Gushing  used  that  expression.  I  did 
not  use  his  word.  However,  I  am  ready  to  answer  any  ques- 
tions. 

Mr.  Sims.  I  thought  it  was  you.  I  wrote  it  down.  Is 
Patten  a  great  wheat  merchant  or  a  great  cotton  merchant? 

Mb.  Merrill.    He  deals  in  wheat  and  all  kinds  of  grain. 

Mb.  Sims.    Is  he  also  a  cotton  merchant? 

Mr.  Merrill.  Not  that  I  know  of.  I  have  seen  his  name 
connected  with  the  buying  of  a  lot  of  cotton  in  New  York. 
Beyond  that  I  do  not  know  anything  about  it. 

Mr.  Sims.  Do  you  regard  the  operations  of  a  merchant 
who  is  willing  to  plunge  upon  the  market  for  the  purpose  of 
depressing  or  inflating  the  price  as  advantageous  to  the 
trade? 

Mr.  LIerrill.  No,  sir;  they  are  very  disadvantageous, 
very  injurious. 

Mb.  Sims.  If  it  were  possible  to  effect  a  combination 
between  plungers  and  go  upon  an  exchange  and  manipulate, 
depress  or  inflate,  the  price  of  the  product,  would  you  regard 
that  as  hurtful  or  beneficial  to  the  trade? 

Mr.  Merrill.     Hurtful. 

Mr.  Sims.     Extremely  hurtful? 

Mb.  Merrill.    Extremely  hurtful. 

Mr.  Sims.     Extremely? 

Mr.  Merrill.    Yes,  sir. 
Mr.  Burleson.    You  spoke  about  your  contracts  on  your 
exchange  having  been  filled  in  every  particular,  and  you 
referred  especially  to  the  case  of  the  board  of  trade  against 
the  Christie  Grain  Company? 

Mr.  Merrill.    Yes. 

Mr.  Burleson.  As  a  matter  of  fact,  in  order  that  this 
committee  may  thoroughly  understand  what  that  case  was, 
the  case  of  the  Chicago  Board  of  Trade  against  the  Christie 
Grain  Company  was  a  suit  by  the  exchange  against  a  man 
that  you  charged  was  a  bucket-shop  keeper,  or  the  keeper  of 
a  line  of  bucket  shops,  was  it  not? 

Mr.  Merrill.     Christie  was;  yes,  sir. 

Mr.   Burleson.    And  the  subject  matter  of  that  litigation 
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was  the  market  quotations  and  prices  created  by  your  ex- 
change, was  it  not? 

Mb.  Mereell.    You  mean  that  Christie 

Mr.  BuELiEsoN.  Took  the  prices  from  the  board  of  trade 
prices! 

Mr.  Merrill.    Yes. 

Mr.  Burleson.  That  is  right.  The  subject-matter  that 
you  were  litigating  over  was  the  property  rights 

Mr.  Merrill.    The  property  rights. 

Mr.  Burleson  (continuing).  In  these  market  quotations 
and  prices? 

Mr.  Merrill.  That  is  right,  as  well  as  the  illegality  of 
his  prices. 

Mr.  Burleson.  Christie,  when  he  answered,  set  up  a 
defense  admitting  that  he  was  running  a  bucket  shop,  and 
that  his  transactions  were  gambling  transactions,  but  an- 
swered back  that  yours  was  a  colossal  bucket  shop,  a  great 
big  bucket  shop? 

Mr.  Merrill.    I  know  that  he  said  so. 

Mr.  Burleson.  And  he  attempted  to  prove  that  your 
transactions  were  all  of  them  substantially  transactions 
where  the  buyer  had  no  intention  of  receiving  and  the  seller 
had  no  intention  of  delivering  the  subject-matter  of  the  con- 
tract! 

Mr.  Merrill.    That  was  his  attempt,  I  think. 

Mr.  Burleson.  And  he  failed  of  making  his  proof,  did 
he  not! 

Mr.  Merrill.    According  to  the  decision. 

Mr.  Burleson.  According  to  the  decision  he  failed  in 
making  his  proof  I 

Mr,  Merrill.    Yes,  sir. 

Mr.  Burleson.  And  in  this  decision  Mr.  Justice  Holmes, 
going  on  to  differentiate  between  these  various  kinds  of 
transactions  on  your  exchange,  finally  reached  this  part  of 
his  decision  where  he  says : 

''It  seems  to  us  an  extraordinary  and  unlikely  proposi- 
tion that  the  dealings  which  give  its  character  to  the  great 
market  for  future  sales  in  the  country  are  to  be  regarded 
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as  mere  wagers  or  as  pretended  buying  or  selling,  without 
any  intention  of  receiving  and  paying  for  the  property 
bought  or  of  delivering  the  property  sold." 

Me.  Merrill.     That  is  right. 

Mb.  Burleson.  Consequently  he  said  "This  character 
of  transactions  I  am  not  speaking  about  at  all,"  when  he 
upheld  the  transactions  of  the  Chicago  Board  of  Trade  ?  Is 
not  that  the  effect  of  his  decision? 

Mr.  AIerrill.  As  being  against  the  bucket-shop  feature 
of  it? 

Mr.  Burleson.  Wait  a  minute.  Does  he  not  say,  to 
put  it  in  a  few  words,  that  it  is  unlikely  that  the  transactions 
on  the  Chicago  Board  of  Trade  are  pretended  buying  or  sell- 
ing, without  any  intention  of  receiving  and  paying  for  the 
property  bought  or  delivering  the  property  sold? 

Mr.  Merrill.     I  do  not  so  understand  it. 

Mr.  Burleson.  Have  I  not  read  that  very  language 
there? 

Mr.  Merrill.  But  I  do  not  understand  it  as  saying  that 
it  is  unlikely. 

Mr.  Burleson.  And  then  he  expressly  declined  to  give 
his  approval  to  that  character  of  transactions? 

Mr.  Merrill.     The  language  is: 

"It  seems  to  us  an  extraordinary  and  unlikely  proposi- 
tion that  the  dealings  which  give  its  character  to  the  great 
market  for  future  sales  in  the  country  are  to  be  regarded  as 
mere  wagers,  or  as  pretended  buying  or  selling— 
and  they  are  not— 

"without  any  intention  of  receiving  and  paying  for  the  prop- 
erty bought,  or  of  delivering  the  property  sold." 

Mr.  Burleson.    AVait  a  minute. 

Mb.  Merrill.    All  right. 

Mr.  Burle8<in.  He  does  not  say  that  that  is  a  likely 
proposition,  does  he? 

Mr.  Merrill.  I  so  understand  it ;  because  the  proof  was 
in  the  court,  on  which  that  decision  was  rendere<l,  that  every 
transaction  made  on  the  board  of  trade  doos  contemplate  the 
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delivery ;  and  as  he  goes  on  to  show,  unless  there  is  an  offset, 
it  is  delivered. 

Mr.  Burleson.  Does  not  Judge  Holmes  say  that  it  is  in- 
comprehensible to  him  and  that  he  will  not  accept  the  prop- 
osition, that  those  are  that  character  of  transactions  that 
take  place  there,  believing  thereby  that  they  are  all  legal, 
believing  also  that  these  are  not  the  character  of  transactione 
that  take  place  there? 

Mr.  Merrill.  That  the  bucket-shop  transactions  are 
not ;  that  is  right.  He  believes  that  those  are  not ;  that  those 
are  not  correct. 

Me.  Burleson.  Then  a  bucket-shop  transaction  is  a 
transaction  where  the  buyer  has  no  intention  of  receiving  and 
the  seller  has  no  intention  of  delivering? 

Mr.  Merrill.    Yes. 

Mr.  Burleson.  You  admit  that  that  is  an  illegal  trans- 
action? 

Mr.  Merrill.    Yes,  sir. 

Mr.  Burleson.  You  admit  that  it  ought  to  be  prohibited  1 

Mr.  Merrill.    Yes ;  I  do. 

Mr.  Burleson.    It  ought  to  be  abolished? 

]Mr.  Merrill.    Yes. 

Mr.  Burleson.  And  prohibited;  and  that  is  what  you 
meant  when  you  said  if  the  committee  could  find  a  way  to 
point  out  to  prohibit  that,  you  would  be  glad  to  have  it? 

Mr.  Merrill.     Sure. 

Mr.  Burleson.  If  Mr.  Scott's  bill  confines  itself  exclu- 
sively—and does  not  touch  any  other  sort  of  transactions— 
to  transactions  where  the  buyer  does  not  intend  to  receive 
and  the  seller  does  not  intend  to  deliver,  you  have  no  objec- 
tion to  it,  have  you? 

Mr.  Merrill.  Not  if  that  is  the  provision  of  his  bill; 
but  that  is  not.  It  does  not  come  an5n;vhere  near  it.  If  you 
have  a  bucket  shop  bill,  and  have  it  understood  that  it  re- 
lates only  to  that  class  of  business,  gentlemen,  here  is  my 
right  hand,  and  I  am  with  you  to  the  end. 

Mr.  Brooks.    If  all  those  classes  of  transactions  were 
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eliminated,  would  not  that  be  asking  your  exchange  to  vol- 
untarily commit  suicide? 

Mr.  Merrill.  It  would  not,  if  you  ask  us  to  eliminate 
the  bucketshop  feature  of  it.  I  have  explained  here  that  the 
courts  have  held  that  in  every  order  executed  on  the  board 
of  trade  it  is  implied  must  be  made  according  to  the  rules  and 
regulations  of  the  board  of  trade,  that  they  become  a  part  of 
that  contract,  and  that  those  rules  and  regulations  provide 
for  delivery  in  every  instance  unless  a  set-off  is  had. 

Mr.  Brooks.  One  more  question,  which  has  not  been 
asked  in  all  these  hearings.  Would  it  be  possible  for  an  in- 
surance company  to  take  the  place  of  this  hedging,  and  ful- 
fill the  same  purpose? 

Mr.  Merrill.  I  do  not  believe  any  insurance  scheme 
could  be  made  to  work,  because  they  would  charge  a  great 
deal  more  in  premiums.  Now,  you  have  raised  the  question 
of  insurance.  I  want  to  say  this,  and  I  do  not  want  it  to  go 
in  the  record.  No;  I  do  not  care  whether  it  is  made  a  part 
of  the  record  or  not.  You  gentlemen  realize  that  the  biggest 
speculator— or  ''gambler,"  if  you  wish  to  attach  that  word 
to  business,  which  I  deprecate— the  biggest  gambler  or  the 
biggest  bettor  in  the  world  is  the  insurance  company  in  bet- 
ting the  face  of  the  policy  against  the  premium.  Tremen- 
dous odds !  And  the  company  frequently  goes  broke  in  do- 
ing that.  The  percentage  of  insurance  companies  that  fail 
is  larger  than  the  percentage  of  men  who  speculate. 

Mr.  Burleson.    Have  you  a  copy  of  the  Scott  bill? 

Mr.  ^Ierrill.  I  have  had  a  dozen  of  them.  I  think  I 
have  one  at  the  hotel. 

Mr.  Burleson.  Suppose  you  take  the  entire  night,  and 
come  back  here  in  the  morning,  and  put  your  finger  on  one 
single  transaction  denounced  tliere  other  than  the  transaction 
where  the  buyer  does  not  expect  to  receive  or  the  seller  to 
deliver.  Suppose  you  take  the  whole  night  to  it  and  come 
back  to-morrow  and  do  that. 

Mr.  Merrill.  Let  me  ask  you  this,  in  order  that  I  may 
go  home  to  Chicago  well  informed:  I  should  like  to  have  this 
committee  consider  the  case  of  a  man  having  a  lot  of  No.  4 
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corn  or  No.  3  corn,  com  possessing  disabilities  which  could 
not  be  eliminated,  not  such  as  dirt  or  excessive  moisture, 
but  such  as  moldy  kernels,  unsound  grain,  who  wished  to 
hedge  that  50,000  bushels  of  grain  in  Chicago.  Knowing 
that  he  could  not  deliver  it,  he  would  want  to  ship  it  south- 
oast  Texas  or  southeast  Florida  way,  and  that,  as  I  under- 
stand it,  would  be  a  violation  of  the  theory  of  the  Scott  bill ; 
and  that  is  a  vast  business,  an  enormous  business;  and  there 
are  some  others  that  are  equally  like  it.  It  would  paralyze 
business,  gentlemen,  to  stop  that ;  instead  of  carrying  a  work- 
ing stock  of  grain  of,  say,  50,000  bushels,  in  my  elevator, 
hedged,  I  would  have  to  reduce  it  to  such  amount  as  I  might 
be  willing  to  risk.  Now,  I  went  about  among  the  trade  at 
Chicago  and  said,  '^ Suppose  Mr.  Scott's  bill  is  enacted  into 
law  and  is  declared  constitutional,  tell  me  what  effect  it  will 
have  on  your  business?"  The  answer  I  got  from  the  first 
man  was,  ''Instead  of  buying  100,000  bushels  of  grain  to 
be  hedged  at  1  cent  per  bushel,  on  which  I  would  get  $1,000, 
I  would  buy  10,000  bushels  of  grain  at  a  5-cent  margin.  I 
could  not  think  of  touching  it  for  less  than  5  cents."  And  I 
tell  you  as  a  grain  merchant— that  is  my  business,  gentle- 
men— with  thirty-two  years'  continuous  experience  and  suc- 
cessful trade  on  the  floor  of  the  exchange,  that  I  would  not 
dare  to  take  over  a  quantity  of  grain  and  carry  it  without 
hedging  it,  because  that  would  be  to  make  myself  a  specula- 
tor. To  hedge  is  to  not  speculate.  And,  if  you  will  allow 
me  to  speak  of  myself,  gentlemen,  I  have  been  for  thirty- 
two  years  on  the  board  of  trade,  and  I  have  never  had  a 
speculative  trade  for  myself  since  I  have  been  there ;  not  one. 
I  have  had  many  hedging  trades  against  the  grain  I  have 
had  in  the  elevator  to  eliminate  speculation.  So  that  you 
can  see  I  am  speaking  in  favor  of  the  proper  place  or  regula- 
tion of  hedging  in  business  because  I  have  a  personal  interest 
in  the  matter.  That  is  the  reason  I  ask  you  to  give  me  the 
privilege  of  being  personal  in  my  remarks.  I  know  that  it 
is  not  in  good  taste. 

The  Chairman.    If  there  are  no  further  questions,  this 
will  close  the  hearings  on  the  part  of  those  representing  the 
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grain  trade,  and  on  behalf  of  the  committee  I  wish  to  convey 
to  yourself,  Mr.  Merrill,  and  your  associates,  our  thanks  for 
the  attendance  of  your  representatives  here  and  the  informa- 
tion you  have  given  us. 

Mk.  Meerill.  On  their  part,  Mr,  Chairman,  I  desire  to 
thank  you  and  all  the  gentlemen  of  the  committee  for  your 
courtesy  and  patience  in  hearing  us. 


SECTION  5 

Extract  From  Report  of  Special  Committee 

Appointed  by  Governor  Hughes  of  New  York 

Speculation  consists  in  forecasting  changes  of  value  and 
buying  or  selling  in  order  to  take  advatage  of  them. 

Speculation  in  some  form  is  a  necessary  incident  of  pro- 
ductive operations.  AVlien  carried  on  in  connection  with 
either  commodities  or  securities  it  tends  to  steady  their 
prices. 

When  speculation  is  free,  fluctuation  in  prices,  otherwise 
violent  and  disastrous,  ordinarily  become  gradual  and  com- 
paratively harmless. 

As  far  as  commodities  are  concerned,  in  the  absence  of 
speculation,  merchants  and  manufacturers  would  themselves 
be  forced  to  carry  the  risks  involved  in  changes  of  prices  and 
to  bear  them  in  the  intensified  condition  resulting  from  sud- 
den and  violent  fluctuations  in  value. 


For  the  merchant  or  manufacturer,  the  speculator  per- 
forms a  service  which  has  the  effect  of  insurance. 


Purchasing  securities  on  margins  is  as  legitimate  a  trans- 
action as  a  purchase  of  any  other  property  in  which  part  pay- 
ment is  deferred.    We  therefore  see  no  reason  whatsoever  for 
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recommending  the  radical  change  suggested,  that  margin 
trading  is  prohibited. 


"We  do  not  think  that  it  is  wrong  to  agree  to  sell  something 
that  one  does  not  possess,  but  expects  to  obtain  later.  Con- 
tracts and  agreements  to  sell,  and  deliver  in  the  future,  prop- 
erty which  one  does  not  possess  at  the  time  of  the  contract, 
are  common  in  all  kinds  of  business.  Short  sellers  endeavor 
to  select  times  when  prices  seem  high  in  order  to  sell,  and 
times  when  prices  seem  low  in  order  to  buy,  their  action  in 
both  cases  serving  to  lessen  advances  and  diminish  declines 
of  prices.  In  other  words,  short  selling  tends  to  produce 
steadiness  in  prices,  which  is  an  advantage  to  the  community. 
No  other  means  of  restraining  unwarranted  marketing  up  and 
down  of  prices  has  been  suggested  to  us. 


BUCKET  SHOPS. 

Bucket  shops  are  ostensibly  brokerage  offices,  where,  how- 
ever, commodities  and  securities  are  neither  bought  nor  sold 
in  pursuance  of  customers  orders,  the  transactions  being 
closed  by  the  payment  of  gains  or  losses,  as  determined  by 
price  quotations.  In  other  words,  they  are  merely  places  for 
the  registration  of  bets  or  wagers ;  their  machinery  is  gener- 
ally controlled  by  the  keepers,  who  can  delay  or  manipulate 
the  quotations  at  will. 

Continuous  quotations  of  prices  from  an  exchange  are 
indispensable  to  a  bucket  shop,  and  when  such  quotations  are 
cut  off  this  gambling  ends ;  therefore  every  means  should  be 
employed  to  cut  them  off. 


SALES  OF  QUOTATIONS: 

The  quotations  of  exchanges  have  been  judicially  deter- 
mined to  be  their  own  property,  which  may  be  sold  under 
contracts  limiting  their  use. 
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DEALING  IN  FUTXIKES. 

The  selling  of  agricultural  products  for  future  delivery 
has  been  the  subject  of  much  controversy  in  recent  years.  A 
measure  to  prohibit  such  selling  was  debated  at  great  length 
in  Congress  during  the  years  1892,  1893  and  1894.  It  was 
finally  abandoned  by  common  consent.  Similar  legislation 
in  Germany  has  proved  injurious;  and  when  attempted  by 
our  States  it  ha^  either  resulted  detrimentally  or  been  in- 
operative. 

Respectfully  submitted, 

HORACE  WHITE,  Chairman, 
CHARLES  A.  SCHIEREN, 
DAVID  LEVENTRITT, 
CLARK  AVILLIAMS, 
JOHN  B.  CLARK, 
WILLARD  V.  KING, 
SAiSfUEL  H.  ORDWAY, 
EDWARD  D.  PAGE, 
CHARLES  SPRAGUE  SMITH. 

MAURICE  L.  MUHLEMAN, 
Secretary. 


CHAPTER    FIVE 
The  Produce  Exchange — Evils  and  Their  Cure 


N 


SECTION  1 

What  Is  The  Bucket  Shop? 
7s  It  Good  Public  Policy  to  Permit  Its  Existence? 

The  definition  of  a  bucket  shop  as  given  in  the  Century 
Dictionaiy  is  as  follows:— 

''A  bucket  shop  is  an  establishment  conducted  nominally 
for  the  transaction  of  a  stock  exchange  business,  or  a  busi- 
ness of  similar  character,  but  really  for  the  registration  of 
bets  or  wagers,  usually  for  small  amounts,  on  the  rise  or  fall 
of  the  prices  of  stocks,  grain,  oil,  etc.,  there  being  no  transfer 
or  delivery  of  the  stocks  or  commodities  nominally  dealt  in." 

The  definition  as  given  in  the  Standard  Dictionary  is  as 
follows:— 

*'An  office  where  people  may  gamble  in  fractional  lots  of 
stock,  grain  or  other  things  which  are  bought  and  sold  on 
the  Exchanges.  The  bucket  shop  uses  the  terms  and  outward 
forms  of  the  Exchanges,  but  differs  from  Exchanges  in  that 
there  is  no  delivery,  and  no  expectation  or  intention  to  de- 
liver or  receive  securities  or  commodities  said  to  be  sold  or 
purchased." 

A  certain  man  writing  to  the  legislators  of  the  State  of 
Missouri  in  1887,  gave  the  following  excellent  definition  of 
the  "bucket  shop." 

''A  'bucket  shop*  is  a  place  wherein  are  posted,  as  they 
occur,  the  fluctuating  prices  of  grains,  provisions  and  stocks 
in  the  great  exchanges  at  the  leading  commercial  centers. 
Under  the  guise  of  a  contract  to  buy  or  sell  one  of  these  com- 
modities, the  proprietor  of  the  'shop*  will  wager  any  comer 
that  the  price  will  advance  before  it  declines,  or  will  decline 
before  it  advances  to  a  certain  named  point.     Neither  party 
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'buys'  anything.  Neither  party  'sells'  anything.  Neither 
party  intends  either  to  buy  or  sell  anything.  The  decision 
of  the  wager  hangs  upon  a  quotation  which  is  made  by  men 
engaged  in  actual  trade  perhaps  five  hundred  or  a  thou- 
sand miles  distant,  with  which  the  bettors  have  nothing  to 
do  and  upon  which  their  wager  exerted  no  influence. ' ' 

"The  two  foremost  reasons  of  public  policy  why  the  so- 
called  'bucket  shops'  should  be  abolished  by  legal  enactment 
are:—" 

"1.  That  their  combined  existence  has  a  direct  and  pow- 
erful eifect  in  reducing  the  price  paid  to  the  producer  for 
the  products  of  the  farm. ' ' 

' '  2.  That  they  are  gambling  houses,  pure  and  simple  and 
as  such  inimical  to  morality  and  the  well-being  of  the  state." 

"These  two  propositions  can  be  demonstrated  beyond 
controversy. ' ' 

Definition  taken  from  the  amendment  of  March  2,  1901, 
to  the  war  Eevenue  Act  of  June  13,  1898,  section  three  read- 
ing in  part  as  follows:— 

' '  Three.  .  .  .  every  person  .  .  .  who  .  .  .  shall  en- 
gage in  the  business  of  making  or  offering  to  make  contracts 
.  .  .  respecting  the  purchase  or  sale  ...  of  any  grain, 
provisions  .  .  .  wherein  both  parties  thereto  .  .  .  con- 
template or  intend  that  such  contracts,  agreements,  trades 
.  .  .  shall  be  .  .  .  closed  .  .  .  with  reference  to  the 
public  market  quotations  of  prices  made  on  any  board  of 
trade  or  exchange  upon  which  the  commodities  ...  re- 
ferred to  in  said  contracts  .  .  .  are  dealt  in  and  without  a 
bona  fide  transaction  on  such  board  of  trade  or  exchange,  or 
wherein  both  parties  .  .  .  shall  contemplate  or  intend  that 
such  trades  .  .  .  shall  be  deemed  closed  or  terminated 
when  the  public  market  quotations  of  prices  made  on  such 
board  of  trade  or  exchange  for  the  articles  .  .  .  named  in 
such  contracts  .  .  .  shall  reach  a  certain  figure,  and  every 
person  .  .  .  who  .  .  .  shall  conduct  what  is  commonly 
known  as  a  'bucket  shop,'  etc." 
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SECTION  2 

The  Grain  Exchange  vs.  Bucket  Shops 

An  article  addressed  to  the  members  of  the  Legislature 
of  the  State  of  Missouri  in  1887,  for  the  purpose  of  inducing 
them  to  enact  anti-bucket  shop  legislation  which  was  then 
pending. 

A  clear,  concise  and  accurate  definition  of  the  bucket  shop 
and  descriptions  of  its  attendant  evils. 

To  the  Members  of  the  Legislature  of  the  State  of  Missouri: 
We  respectfully  beg  to  call  your  attention  to  the  follow- 
ing, which  we  deem  of  importance  to  the  producers  of  Mis- 
souri and  to  the  grain  interests  of  the  state. 

Let  us  first  define  a  ' '  bucket-shop. "  A  "  bucket-shop ' '  is 
a  place  wherein  are  posted,  as  they  occur,  the  fluctuating 
prices  of  grains,  provisions  and  stocks  in  the  great  exchanges 
at  the  leading  commercial  centers.  Under  the  guise  of  a 
contract  to  buy  or  sell  one  of  these  commodities,  the  pro- 
prietor of  the  **shop"  will  wager  any  comer  that  the  price 
will  advance  before  it  declines,  or  will  decline  before  it  ad- 
vances, to  a  certain  named  point.  Neither  party  "buys"  any- 
thing. Neither  party  "sells"  anything.  Neither  party  in- 
tends either  to  buy  or  sell  anything.  The  decision  of  the 
wager  hangs  upon  a  quotation  which  is  made  by  men  engaged 
in  actual  trade  perhaps  five  hundred  or  a  thousand  miles  dis- 
tant, with  which  the  bettors  have  nothing  to  do  and  upon 
which  their  wager  exerted  no  influence. 

The  two  foremost  reasons  of  public  policy  why  the  so- 
called  "bucket-shops"  should  be  abolished  by  legal  enact- 
ment are: 

1.  That  tlieir  combined  existence  has  a  direct  and  power- 
ful effect  in  reducing  the  price  paid  to  the  producer  for  the 
products  of  the  farm. 

2.  That  they  are  gambling  houses,  pure  and  simple,  and 
as  such  inimical  to  morality  and  the  well-being  of  the  state. 

These  two  proiK)sitions  can  be  demonstrated  beyond  con- 
troversy. 
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The  ''bucket-shop"  has,  within  a  few  years  past,  sprung 
from  comparative  inconsequence  into  an  institution  of  for- 
midable wealth  and  threatening  proportions.  There  are 
nearly  a  thousand  in  the  United  States.  Every  large  city  in 
the  west  has  one  at  least.  There  are  ten  or  more  in  Mis- 
souri. Having  banded  together  they  sneer  at  legislation. 
Grown  rich  they  scoff  at  antagonistic  public  opinion. 

The  detrimental  effect  of  their  existence  upon  the  values 
of  farm  products  arises  from  the  fact  that  their  character 
has  been  popularly  misconceived.  They  pose  under  the  title 
of  "Grain  Exchange"  or  "Produce  Exchange."  Many  of 
their  proprietors  style  themselves  ' '  Commission  Merchants ' ' 
and  advertise  their  business  under  that  name.  Assuming 
such  cloaks  as  these,  they  have  been  enabled  to  divert  from 
the  usual  and  legitimate  channels  a  vast  proportion  of  trade. 
As  an  excuse  for  the  "bucket-shop"  the  representation  is 
made  that  anyone  desiring  to  buy  grain  or  other  produce  in 
a  recognized  market  could  just  as  well  obtain  this  end  by 
buying  it  of  the  ' '  bucket-shop ' '  keeper,  who  furnished  the 
same  quotations.  If  prices  advanced,  the  "bucket-shop" 
keeper  paid  the  same  profits  to  his  patron  as  if  the  latter  had 
bought  his  wheat  in  a  market.  This  seemed  well.  VThy  not 
buy  at  home  as  well  as  in  St.  Louis  or  Kansas  City  or  Chi- 
cago, or  anywhere  else  that  there  was  a  produce  exchange 
and  a  market?  The  "bucket-shop"  secured  countless  pa- 
trons, received  by  these  plausible  representations. 

It  is  estimated  that  during  1885  and  1886  the  "bucket- 
shops"  of  the  United  States  had  constantly  placed  in  their 
hands  orders  to  buy  50,000,000  bushels  of  wheat.  Had  these 
orders  gone  to  their  natural  markets  for  execution  they 
would  have  irresistibly  advanced  values  and  the  ruling  quo- 
tations of  our  great  cereal  would  in  these  years  undoubtedly 
have  been  from  10c  to  15c  i>er  bushel  higher.  The  salable 
value  of  every  acre  of  wheat  harvested  in  Missouri  would 
have  been  from  a  dollar  and  a  half  to  four  dollars  greater  at 
the  very  thresher.  The  "bucket-shops"  caused  this  enor- 
mous loss  to  the  producer. 

Let  us  see  how. 
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The  patrons  of  the  "bucket-shop"  supposed  they  were 
buying  wheat.  They  placed  their  money  in  the  hands  of  the 
"bucket-shop"  keepers  with  that  intention.  In  the  aggre- 
gate $10,000,000  was  so  deposited.  What  was  done  with  this 
vast  sum?  Was  it  used  to  buy  ^\Tieat?  If  it  had  been  so 
used  the  effect  upon  our  markets  would  have  been  prodig- 
ious, as  has  been  shown. 

But  the  "bucket-shop,"  like  the  lottery,  and  the  faro- 
bank,  finds  its  sole  profits  in  its  customers'  loss.  If  its  pa- 
trons "buy"  wheat  and  wheat  goes  up,  the  "bucket-shop" 
loses. 

And  so,  like  any  other  professional  gambler,  the  "bucket- 
shop"  took  the  $10,000,000  intrusted  to  it  by  those  who 
played  against  its  game,  and  entering  the  markets  of  the 
country  used  this  tremendous  financial  engine  to  force  prices 
downward  by  every  available  means. 

It  was  not  a  hard  task  to  keep  a  market  down  which  had 
lost  its  natural  support— that  of  the  very  men  whose  money 
the  "bucket-shop"  was  using. 

The  game  goes  on.  A  magnificent  reward  furnishes  a 
constant  incentive  to  these  piratical  craft  to  act  together  in 
manipulating  the  markets  in  a  manner  hostile  to  the  interests 
of  the  producer. 

It  is  not  wholly  coincidence  that  the  average  price  of 
wheat  has  declined  for  five  years  almost  proix)rtionately  with 
the  spread  of  the  "bucket-shop"  system.  Other  causes  have 
aided  the  depression,  but  who  can  deny  that  the  withdrawal 
from  the  market  of  a  vast  supporting  element  and  the  en- 
trance upon  it  of  a  powerful  money  combination  interested 
in  the  decline  of  prices  has  not  been  an  efTective  instrument 
in  the  loss  of  the  grower  and  the  impoverishment  of  the 
buyer  T 

TTie  average  export  value  of  wheat,  which  is  the  true 
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basis  of  value,  was  for  the  fiscal  years  named,  at  New  York, 

as  follows: 

1881-82   $1.22  3-8 

1882-83  1.18  1-4 

1883-84 1.13  1-8 

1884-85  94 1-4 

1885-86  93  3-4 

1886  (6  mo.)   91 

The  second  point,  that  a  *' bucket-shop "  is  a  gambling 
house,  pure  and  simple,  is  a  self-evident  proposition.  The 
travesty  of  furnishing  a  bit  of  paper  saying  that  so  much 
of  something  has  been  ''bought"  or  "sold"  is  gone  through 
with,  but  nothing  has  been  bought  or  sold  by  the  patron  of 
the  "shop"  itself.  The  alleged  "contract"  can  legally  bind 
no  one.  No  intention  of  delivery  upon  it  exists.  Nothing 
could  be  delivered  upon  it  if  the  intention  did  exist. 

A  future  contract  for  bargain  and  sale  must  possess,  to 
insure  its  legality  in  this  state,  one  of  two  qualifications  of 
which  the  "bucket-shop"  "contract"  has  neither. 

1.  The  contract  must  be  a  written  one  and  signed  by  both 
parties  thereto. 

2.  Or  a  certain  sum  of  money  must  be  paid,  at  the  time 
of  making  the  contract,  as  a  part  of  the  final  consideration. 

An  exception  to  these  requirements  exists  in  relation  to 
transactions  made  between  members  of  specially  chartered 
exchanges,  upon  the  floor  of  the  exchange,  during  special 
hours. 

"As  the  "bucket-shop"  "contracts"  fulfill  neither  of 
these  imperative  conditions,  and  as  neither  the  "bucket- 
shop"  nor  its  patrons  are  members  of  an  exchange  and  op- 
erating upon  the  floor  of  such  exchange,  the  pretended  ' '  con- 
tracts" furnished  would  be  fatally  defective  in  law  even 
were  there  ever  an  intention  to  undertake  their  enforcement 
(which  is  not  the  case). 

Many  a  "bucket-shop"  "commission  merchant"  would 
hardly  know  wheat  from  oats,  should  he  ever  see  them,  and 
none  of  these  "grain  and  produce  exchanges"  ever  had  a 
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sample-bag  upon  its  counters.  Their  transactions  are  wag- 
ers, and  their  existence  is  an  incitement  to  gambling  under 
the  forms  of  commercial  transactions.  The  pernicious  in- 
fluences of  the  gaming  houses  lately  driven  from  the  state 
by  the  enactment  of  the  legislature  are  in  the  "bucket-shop" 
revived,  to  the  allurement  and  enticement  of  whosoever  a 
thin  cloak  of  respectability  and  assumption  of  business 
methods  may  attract. 

This  evil  has  become  widespread,  but  where  unmasked  it 
is  being  rooted  out.  Texas  and  Arkansas  have  already  en- 
acted laws  for  its  suppression,  and  Illinois  is  expected  this 
winter  to  stamp  it  out  by  statute. 

The  assertion  has  been  advanced  that  this  patronage  ex- 
tended to  the  ''bucket-shop"  buys  more  than  it  sells;  that 
it  is  heavily  on  the  "long"  side  of  the  market.  To  expe- 
rienced observers  the  reason  for  this  fact— for  it  is  an  in- 
dubitable fact— is  obvious.  New  speculators  are  invariably 
"bulls,"  because  they  have  never  been  educated  to  look  at 
the  possibility  of  selling  something  they  do  not  own.  The 
course  of  their  thought  cannot,  naturally,  follow  such  a 
groove.  If  a  commodity  is  too  low  they  can  readily  perceive 
the  advantage  of  buying  and  holding  on,  but  the  fact  that  it 
is  too  high  does  not  suggest  to  them  the  inducements  to  sell 
and  hold  off.  This  plain  truth  is  the  underlying  principle 
of  a  fact  which  has  been  much  observed  and  commented  upon. 
Nine-tenths  of  non-professional  speculation  enters  a  market 
originally  as  a  buyer. 

It  is  easy  to  see,  then,  how  naturally  it  follows  that  the 
"bucket-shop"  arrays  itself  against  the  interest  of  the  ])ro- 
ducer  when  having  diverted  this  vast  volume  of  trade  from 
its  accustomed  and  natural  channels  it  seeks  to  depress  prices 
for  its  own  gain.  The  patronage  of  the  "shop"  ])cing  in  the 
main  a  gainer  by  advancing  values,  the  laws  of  self  interest 
compel  the  "shop"  to  exert  all  of  its  power  as  a  wrecker  of 
values.  Incidentally  the  innocent  suffer.  The  great  mar- 
kets, unsupported,  topple  and  head  downward.  After  them 
are  dragged  the  farm  values  of  grain  upon  every  acre  in  the 
country.     If  there  had  not  been    a   "bucket-shop"    in    the 
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United  States  the  farmers  of  Missouri  would  have  sold  their 
last  wheat  crop  alone  for  $1,235,000  more  than  they  did  get 
for  it ;  and  this  is  a  fair  and  moderate  estimate. 

The  produce  exchanges  of  the  country  perform  a  vast 
and  beneficial  labor  for  the  producer.  At  any  hour  an  estab- 
lished price  exists  for  all  the  commodities  in  which  they  deal, 
enabling  purchases  or  sales  at  a  known  figure,  from  any  dis- 
tance, without  the  necessity  of  personal  presence  or  the  great 
expense  of  intermediate  examination  of  samples,  stipulations 
as  to  conditions  and  all  the  other  ordinary  negotiations  at- 
tendant upon  the  buying  or  selling  of  the  thousand  articles 
of  daily  commerce  not  the  product  of  the  farm.  As  an  inter- 
mediary between  the  grower  and  the  consumer,  these  ex- 
changes accomplish  an  enormous  saving  to  both.  They  raise 
the  price  paid  for  grain  to  the  former,  but  at  the  same  time 
they  reduce  the  cost  of  bread  to  the  latter.  Imagine  the  huge 
cost  of  handling  our  cereal  crop  if  it  had  to  be  bought  and 
sold  as  are  dry  goods,  or  clothing,  or  groceries,  or  manufac- 
tured articles!  Conceive  the  delays,  the  vexations  and  the 
losses  attendant  upon  any  method  less  systematized  than  the 
one  now  enjoyed. 

There  is  no  longer  such  a  thing  as  an  ''option"  known 
upon  the  great  "Western  exchanges.  Every  transaction  en- 
tered into  involves  a  binding  contract  for  the  actual  delivery 
and  reception  of  the  commodity  traded  in.  The  Central 
Missouri  farmer  who  desires  to  take  advantage  of  an  advance 
in  wheat  can  from  the  nearest  telegraph  station  sell  in  Kan- 
sas City,  St.  Louis  or  Chicago,  what  he  has  in  his  bams,  se- 
cure a  legal  contract  with  a  responsible  business  house  to  re- 
ceive and  pay  for  his  goods,  may  arrange  the  date  of  delivery 
to  suit  his  own  convenience,  and  have  this  labor  performed 
and  this  contract  secured  within  a  quarter  of  an  hour  from 
the  time  his  order  is  written. 

The  criticism  is  advanced  that  the  operations  of  the  grain 
exchanges  are  immoderately  speculative,  and  therefore  injur- 
ious. It  may  be  answered  that  while  such  an  overtrading 
on  the  amount  of  actual  product  handled  is  undoubtedly 
great,  necessity  demands  that  such  a  si)eculative  activity 
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exist.  In  a  few  months  succeeding  harvest  the  country  sends 
to  market  the  requirements  of  consumption  for  a  year.  An 
enormous  surplus  is  stored  in  sight.  Somebody  must  carry 
this  load.  If  it  were  not  so  we  should  be  confronted  annually 
with  two  hurtful  extremes  of  value.  Immediately  succeed- 
ing har^^est,  were  there  no  speculative  support,  prices  would, 
in  the  face  of  a  present  oversupply,  fall  to  values  below  the 
cost  of  profitable  production,  waste  would  ensue  and  the  pro- 
ducer be  denied  the  reward  of  his  toil.  Just  before  harvest 
supplies  would  be  exhausted,  an  eager  consumptive  could 
find  no  adequate  supply,  values  would  leap  upward  to  fig- 
ures distressing  to  the  poor  and  burdensome  to  the  rich. 
Speculation  modifies,  controls  and  regulates  such  possibil- 
ities. In  the  abundance  of  the  autumn  it  foresees  the  neces- 
sities of  spring  and  upholds  prices  at  a  fair  value.  In  the 
straitened  weeks  coming  before  a  new  crop,  it  looks  ahead 
to  the  prospective  plenty  and  acts  upon  quotations  as  a 
safety  valve  to  restrain  and  withhold  their  tendency  to  be- 
come inflated.  Speculation  is  a  natural  and  legitimate  out- 
growth of  the  great  system  that  has  been  perfected  for  the 
marketing  of  our  crops.  It  is  the  moderator  checking  the 
greed  of  holders  and  placing  a  firm  hand  of  restraint  upon 
the  exactions  of  buyers.  It  preserves  an  equilibrium  that 
could  be  maintained  through  no  other  agency,  and  as  carried 
on  under  the  legal  restrictions  and  judicious  regulations  of 
the  great  exchanges,  it  is  a  factor  conducive  to  the  general 
welfare. 

The  exchange  is  a  huge  piece  of  time  and  labor-saving 
machinery.  Its  benefits  are  universal  in  their  spread.  While 
its  privileges  are  valuable,  they  have  been  rendered  so  by 
hard  work.  Its  members  are  entitled  to  the  protection  of 
the  state  against  thieves,  and  the  "bucket-shop"  is  only  a 
thief.  The  quotations  upon  which  the  "bucket-shop"  trades 
are  the  product  of  the  labor  and  intelligence  and  infonnation 
of  the  exchange.  The  exchange  gathers  its  news  at  groat 
cost,  from  all  over  the  globe,  and  disseminates  it  for  public 
advantage.  But  its  quotations  should  be  its  own  property. 
They  are  the  direct  product  of  its  energy,  its  foresight  and 
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its  business  sagacity.  The  ''bucket-shop,"  at  no  parallel 
cost,  usurps  the  functions  of  the  exchange  and  endeavors  to 
secure  for  itself  the  returns  for  a  labor  performed  by  others. 
Even  did  it  use  honorable  methods  with  its  patrons,  it  would 
be  a  dishonorable  institution;  using  the  methods  which  it 
does,  it  is  twice  dishonored. 

As  representatives  and  members  of  the  grain  trade,  con- 
ducting a  legitimate  business  in  a  legal  manner,  suifering  in 
common  with  thousands  of  others  from  an  illegitimate  com- 
petition which  both  public  policy  and  sound  morality  cannot 
but  condemn,  we  most  respectfully  submit  to  the  legislators 
of  Missouri  that  we  have  pointed  out  a  crying  evil  which 
demands  redress  upon  every  principle  of  right. 

It  is  your  duty  as  a  legislator  to  investigate  the  truth  of 
the  propositions  we  have  advanced. 

If  ui3on  investigation  you  shall  find  that  these  proposi- 
tions are  true,  it  is  your  further  duty  as  such  legislator  to 
originate  or  support  such  a  measure  as  shall  be  fitted  to  cor- 
rect the  evil. 

We  submit  what  is  here  presented  in  the  confident  hope 
that  the  subject  matter  will  receive  the  attention  we  believe 
its  merits  deserve. 

The  experiences  of  the  last  twenty  years,  familiar  as  they 
are  to  the  mind  of  every  man  in  the  grain  trade,  thoroughly 
corroborate  the  statements  in  the  above  article.  One  needs 
but  to  read  them  in  the  light  of  those  experiences  to  be  abso- 
lutely convinced  of  their  truth. 

Those  who  realize  the  v^t  difference  between  a  well  or- 
ganized board  of  trade  as  a  pemianent  element  in  the  grain 
business,  and  the  bucket-shop,  characteristically  a  fly-by- 
night,  will  see  at  once  how  important  it  is  that  each  State  take 
proper  legislative  action  to  prohibit  bucket-shops. 


SECTION  3 

Evils  of  the  Bucket  Shop  System 

Those  who  realize  the  vast  difference  between  a  well  or- 
ganized board  of  trade  as  a  permanent  element  in  the  grain 
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business,  and  the  bucket  shop,  characteristically  a  fly-by- 
night,  will  see  at  once  how  important  it  is  that  each  State 
take  proper  legislative  action  to  prohibit  bucket  shops. 

Of  all  the  vexing  problems  before  the  public  at  present, 
none  is  of  graver  importance  or  as  little  understood  by  the 
majority  of  people  as  that  of  bucket  shop  trading  in  the 
products  of  the  soil.  The  gravity  of  the  subject  from  an 
economic  standpoint  lies  in  the  fact  that  the  bucket  shop 
undermines  the  corner  stone  of  all  commercial  enterprises 
and  success  in  this  country — viz. :  agricultural  prosperity. 
On  the  purchasing  power  of  the  agricultural  classes  and  the 
value  of  our  annual  exports  depend,  more  than  all  else,  the 
whole  commercial  fabric  and  the  well-being  of  the  nation  at 
large. 

Any  schoolboy  knows  that  the  United  States  is  the  great- 
est surplus-producing  agricultural  country  in  the  world,  its 
average  yearly  production  approximating  in  round  num- 
bers 800,000,000  bushels  of  wheat,  2,500,000,000  of  corn,  and 
900,000,000  of  oats— the  three  principal  cereal  crops.  The 
bulk  of  the  marketable  portion  of  these  vast  crops  is  sold  by 
the  farmers  within  a  comparatively  short  period  after  har- 
vest, and  is  bought  by  the  warehousemen  (big  and  little)  and 
stored  in  elevators  at  terminal  markets  or  in  country  ware- 
houses and  cribs  along  the  lines  of  various  railways,  pend- 
ing the  time  it  will  be  needed  for  consumption  or  export. 

These  initial  buyers,  however,  rarely  want  to  own  the 
property  outright,  but  make  a  practice  of  selling  it  as  pur- 
chased from  day  to  day  for  future  delivery-  on  a  Board  of 
Trade  or  some  commercial  exchange.  As  stocks  accumulate, 
the  volume  of  these  sales  reaches  enormous  proportions,  and 
right  here  speculation  performs  its  part  by  providing  buyers, 
and,  according  to  the  number  of  buyers  in  the  market  and 
the  competition  between  them,  values  are  enhanced  or  de- 
pressed, as  the  case  may  be. 

Cereal  products  of  the  soil  have  always  been  speculative 
commodities,  and  probably  always  will  be.  Some  one  is  al- 
ways willing  to  buy  at  a  price,  and  this  speculation,  conducted 
on  legitimate  lines,  is  right  and  proper  and  necessary.     Di- 
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verted  into  so-called  bucket  shops,  it  becomes  gambling  pure 
and  simple,  with  no  possible  excuse  for  its  toleration,  as  it 
then  ceases  to  perform  its  only  valuable  function— viz. :  the 
maintenance  of  values.  An  order  to  buy  sent  to  a  member 
of  any  commercial  exchange  at  once  becomes  a  factor  in  the 
market— a  price  maker.  The  broker  goes  upon  the  exchange 
and  seeks  a  seller,  mind  meets  mind,  a  contract  is  made, 
enforceable  under  the  law,  just  as  bona  fide  a  transaction  as 
buying  a  carload  of  lumber.  And  upon  the  volume  of  this 
class  of  buying  depends  the  price,  more  than  upon  actual 
supply  and  demand  conditions,  at  least  ten  months  out  of 
the  twelve. 

What  becomes  of  this  same  buying  order  in  a  bucket 
shop?  The  customer  signifies  his  willingness  to  buy,  the 
proprietor  says  "it's  yours"  at  the  next  quotation.  No 
transaction  is  made.  It  is  simply  a  bet  between  the  two  to 
the  extent  of  the  margin  deposited.  The  moment  it  is  made 
the  interests  of  keeper  and  patron  become  inimical.  AMiat 
one  makes  the  other  loses.  No  more  effect  on  values  results 
than  if  they  tossed  pennies  for  the  amount  of  the  margin. 

Through  their  specious  claims  of  "advantages"  (f)  fur- 
nished and  oftimes  downright  deception  as  to  the  character 
of  their  business,  the  bucket  shop  fraternity  has  imposed 
upon  the  speculative  public  to  an  extent  almost  incredible. 
In  the  Christi-Street  case  before  Judge  Tuley  it  was  brought 
out  in  evidence  that  this  one  concern  transacted  an  "alleged" 
"business"  of  157,000,000  bushels  in  a  year.  Judge  Tuley 
said  in  his  decision: 

'  *  The  evidence  shows  that  the  Christi-Street  Commission 
Company  never  purchased  or  sold  a  bushel  of  grain,  although 
it  made  trades  amounting  to  157,000,000  of  bushels  in  a  year. 
The  evidence  shows  that  bucket  shopping  or  gambling  in 
prices  made  on  the  Board  of  Trade  of  grain  and  other  pro- 
ducts was  the  main  business  of  complainants  so  far  as  the 
dealing  in  said  grain  and  other  products  was  concerned.  The 
printed  contract  was  a  mere  pretense ;  it  was  one  of  the  in- 
struments used  in  carrying  on  the  gambling,  the  quotations 
being  used  as  dice  is  used  to  determine  the  result  of  a  bet. 
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The  assertion  in  the  contract  that  it  would  accept  business 
only  on  the  agreement  that  the  property  was  to  be  delivered 
or  received,  as  the  case  might  be,  and  that  they  would  not 
accept  business  under  any  other  conditions,  was  a  pretense 
of  virtue  calculated  to  arouse  suspicion  in  itself. ' ' 


SECTION  i 

Why  Bucket  Shops  Should  Be  Outlawed 

The  Evils  Set  Forth  in  Supreme  and  Lower  Court  Decisions. 

In  the  case  of  Pearce  et  al.  versus  Bill,  149  In.  136,  the 
Supreme  Court  of  Indiana,  speaking  through  Judge  Jordan, 
said:— 

"The  mischief  and  evil  consequences  resulting  to  the 
State  from  the  operations  of  the  bucket  shops  are  almost 
beyond  computation.  It  assumes  an  air  of  legality  and  re- 
spectability and  insidiously  ensnares  many  innocent  victims 
before  the  public  learn  of  their  danger.  It  ought  to  be  out- 
lawed by  statute,  as  its  existence  is  a  menace  to  society,  and 
its  operations  immoral,  contrary  to  public  policy  and  illegal." 

Another  decision  of  the  Supreme  Court  of  the  State  of 
Indiana  in  case  of  the  Western  Union  Telegraph  Co.  vs.  the 
Hammond  Elevator  Co.,  contains  in  part  the  following: 

**We  have  no  statute  denouncing  optional  gambling  as  a 
crime,  but  contracts  for  the  purchase  and  sale  of  commod- 
ities not  to  be  delivered  but  only  to  be  performed  by  advanc- 
ing and  paying  differences  are  void  at  common  law.  The 
business  or  operation  of  the  bucket  shop  have  been  the  source 
of  much  evil,  and  the  question  of  prohibiting  such  transac- 
tions or  business,  as  it  is  generally  conducted,  merits  the  con- 
sideration of  the  Legislature." 

From  the  latter  it  will  l^e  seen  that  the  Supreme  Court 
advises  the  legislature  to  enact  such  legislation  as  will  do 
away  with  bucket  shops,  and  it  would  seem  the  T^egislatnre 
of  no  vState  could  ask  more  than  the  recomniendation  of  its 
Supreme  Court. 

That  the  bucket  shop  fraternity  has  imposed  u])on  the 
speculative  public  to  an  extent  almost  incredible  is  clearly 
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shown  in  the  Christie-Street  case  at  Chicago  before  Judge 
Tnley.  It  was  brought  out  in  evidence  that  this  one  con- 
cern transacted  an  ''alleged"  ''business"  of  157,000,000 
bushels  in  a  year.  Judge  Tuley  in  his  decision,  said  in  part : 
"The  evidence  Bhows  that  the  Christie -Street  Commis- 
sion Company  never  purchased  or  sold  a  bushel  of  grain, 
although  it  made  trades  amounting  to  157,000,000  of  bushels 
in  a  year.  The  evidence  shows  that  bucket  shopping  or  gam- 
bling in  prices  was  the  main  business  of  complainants  so  far 
as  the  dealing  in  said  grain  aud  other  products  was  con- 
cerned. The  printed  contract  was  a  mere  pretense;  it  was 
one  of  the  instruments  used  in  carrying  on  the  gambling,  the 
quotations  being  used  as  dice  is  used  to  determine  the  result 
of  abet." 


SECTION  5 

Bucket  Shop  Decision  Rendered  by  the  Supreme  Court 

OF  U.  S. 

The  Supreme  Court  of  the  United  States  Holds :  That  Fu- 
ture Contracts  on  the  Board  of  Trade  Are  Not  Gambling 
Transactions;  and  also  Sustains  the  Board  of  Trade's 
Property  Right  in  Its  Quotations,  and  Enjoins  Their  Use 
in  Bucket-shops. 

DECISION  RENDERED  MAY  8,  1905. 

SUPREME  CGLTIT  OF  THE  UNITED  STATES. 

October  Teem,  1904. 

No.  224.     The  Board  of  Trade  of  the  City  of 
Chicago, 

Petitioner, 
vs. 
Cheistie  Grain  and  Stock  Company  and 
C.  C.  Christie. 

On  Writ  of  Certiorari  to  the  United  States  Circuit  Court 
of  Appeals  for  the  Eighth  Circuit. 
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No.  280.    The  L.  A.  Kinsey  Company  et  al.. 

Petitioners, 
vs. 

BOAED   OF   TkADB   OP   THE   CiTY   OP   CHICAGO. 

On  Writ  of  Certiorari  to  the  United  States  Circuit  Court 
of  Appeals  for  the  Seventh  Circuit. 

(May  8,  1905.) 

Mr.  Justice  Holmes  delivered  the  opinion  of  the  Court. 

These  are  two  bills  in  equity  brought  by  the  Chicago 
Board  of  Trade  to  enjoin  the  principal  defendants  from  using 
and  distributing  the  continuous  quotations  of  prices  on  sales 
of  grain  and  provisions  for  future  delivery,  which  are  col- 
lected by  the  plaintiff  and  which  cannot  be  obtained  by  the 
defendants  except  through  a  known  breach  of  the  confiden- 
tial terms  on  which  the  plaintiff  communicates  them.  It  is 
sufficient  for  the  purposes  of  decision  to  state  the  facts  with- 
out reciting  the  pleadings  in  detail.  The  plaintiff  was 
incorporated  by  special  charter  of  the  State  of  Illinois  on 
February  18,  1859.  The  charter  incorporated  an  existing 
board  of  trade,  and  there  seems  to  be  no  reason  to  doubt,  as 
indeed  is  alleged  by  the  Christie  Grain  and  Stock  Company, 
that  it  then  managed  its  Chamber  of  Commerce  substantially 
as  it  has  since.  The  main  feature  of  its  management  is  that 
it  maintains  an  exchange  hall  for  the  exclusive  use  of  its 
members,  which  now  has  become  one  of  the  great  grain  and 
provision  markets  of  the  world.  Three  separated  portions 
of  this  hall  are  known  respectively  as  the  AVheat  Pit,  the 
Corn  Pit,  and  the  Provision  Pit.  In  these  pits  the  members 
make  sales  and  purchases  exclusively  for  future  delivery,  the 
members  dealing  always  as  principals  between  themselves, 
and  being  bound  practically,  at  least,  as  principals  to  those 
who  employ  them  when  they  are  not  acting  on  their  own  be- 
half. 

The  quotation  of  the  prices  continuously  offered  and  ac- 
cepted in  thcso  pits  during  business  hours  arc  collected  at 
the  plaintiff's  expense  and  handed  to  the  telegraph  com- 
panies, which  have  their  instruments  close  at  hand,  and  by 
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the  latter  are  sent  to  a  great  number  of  offices.  The  tele- 
graph companies  all  receive  the  quotations  under  a  contract 
not  to  furnish  them  to  any  bucket  shop  or  place  where  they 
are  used  as  a  basis  for  bets  or  illegal  contracts.  To  that  end 
they  agree  to  submit  applications  to  the  Board  of  Trade  for 
investigation,  and  to  require  the  applicant,  if  satisfactory,  to 
make  a  contract  with  the  telegraph  company  and  the  Board 
of  Trade,  which,  if  observed,  confines  the  information  within 
a  circle  of  persons  all  contracting  with  the  Board  of  Trade. 
The  principal  defendants  get  and  publish  these  quotations  in 
some  way  not  disclosed.  It  is  said  not  to  be  proved  that 
they  get  them  wrongfully,  even  if  the  plaintiff  has  the  rights 
which  it  claims.  But  as  the  defendants  do  not  get  them  from 
the  telegraph  companies  authorized  to  distribute  them,  have 
declined  to  sign  the  above-mentioned  contracts,  and  deny 
the  plaintiff's  rights  altogether,  it  is  a  reasonable  conclusion 
that  they  get,  and  intend  to  get,  their  knowledge  in  a  way 
which  is  wrongful  unless  their  contention  is  maintained. 

It  is  alleged  in  the  bills  that  the  principal  defendants 
keep  bucket  shops,  and  the  plaintiff's  proof  on  that  point 
fails,  except  so  far  as  their  refusal  to  sign  the  usual  contracts 
may  lead  to  an  inference,  but  if  the  plaintiff  has  the  rights 
which  it  alleges  the  failure  is  immaterial.  The  main  defense 
is  this.  It  is  said  that  the  plaintiff  itself  keeps  the  <^reatest 
of  bucket  shops,  in  the  sense  of  an  Illinois  statute  of  June 
6,  1887,  that  is,  places  wherein  is  permitted  the  pretended 
buying  and  selling  of  grain,  &c.,  without  any  intention  of 
receiving  and  paying  for  the  property  so  bought,  or  of  de- 
livering the  property  so  sold.  On  this  ground  it  is  con- 
tended that  if  under  other  circumstances  there  could  be 
property  in  the  quotations,  which  hardly  is  admitted,  the 
subject  matter  is  so  infected  with  the  plaintiff's  own  illegal 
conduct  that  it  is  caput  lipi/num,  and  may  be  carried  off  by 
any  one  at  will. 

It  appears  that  in  not  less  than  three-quarters  of  the 
transactions  in  the  grain  pit  there  is  no  physical  handing 
over  of  any  grain,  but  that  there  is  a  settlement,  either  by 
the  direct  method,  so  called,  or  by  what  is  known  as  ringing 
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up.  The  direct  method  consists  simply  in  setting  off  con- 
tracts to  buy  wheat  of  a  certain  amount  at  a  certain  time, 
against  contracts  to  sell  a  like  amount  at  the  same  time,  and 
paying  the  difference  of  price  in  cash,  at  the  end  of  the  busi- 
ness day.  The  ring  settlement  is  reached  by  a  comparison 
of  books  among  the  clerks  of  the  members  buying  and  selling 
in  the  pit,  and  picking  out  a  series  of  transactions  which 
begins  and  ends  with  dealings  which  can  be  set  against  each 
other  by  eliminating  those  between— as,  if  A  has  sold  to  B 
five  thousand  bushels  of  May  wheat,  and  B  has  sold  the  same 
amount  to  C,  and  C  to  D  and  D  to  A.  Substituting  D  for 
B  by  novation,  A's  sale  can  be  set  against  his  purchase,  on 
simply  paying  the  difference  in  price.  The  Circuit  Court 
of  Appeals  for  the  Eighth  Circuit  took  the  defendant's  view 
of  these  facts  and  ordered  the  bill  to  be  dismissed.  125  Fed. 
Rep.  161.  The  Circuit  Court  of  Appeals  for  the  Seventh 
Circuit  declined  to  follow  this  decision  and  granted  an  in- 
junction as  prayed.  130  Fed.  Rep.  507.  Thereupon  writs 
of  certiorari  were  granted  by  this  Court  and  both  cases  are 
here. 

As  has  appeared,  the  plaintiff's  chamber  of  commerce  is, 
in  the  first  place,  a  great  market,  where,  through  its  eighteen 
hundred  members,  is  transacted  a  large  part  of  the  grain  and 
provision  business  of  the  world.  Of  course,  in  a  modern 
market  contracts  are  not  confined  to  sales  for  immediate  de- 
livery. People  will  endeavor  to  forecast  the  future  and  to 
make  agreements  according  to  their  prophecy.  Specula- 
tion of  this  kind  by  competent  men  is  the  self -adjustment 
of  society  to  the  probable.  Its  value  is  well  known  as  a 
means  of  avoiding  or  mitigating  catastrophes,  equalizing 
prices  and  providing  for  periods  of  want.  It  is  true  tliat 
the  success  of  the  strong  induces  imitation  by  the  weak,  and 
that  incompetent  persons  bring  themselves  to  ruin  by  under- 
taking to  speculate  in  their  turn.  But  legislatures  and  courts 
generally  have  recognized  that  the  natural  evolutions  of  a 
complex  society  are  to  be  touched  only  with  a  very  cautious 
hand,  and  that  such  coarse  attempts  at  a  remedy  for  the  waste 
incident  to  every  social  function  as  a  simple  prohibition  and 
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laws  to  stop  its  being  are  harmful  and  vain.  This  Court 
has  upheld  sales  of  stock  for  future  delivery  and  the  substi- 
tution of  parties  provided  for  by  the  rules  of  the  Chicago 
Stock  Exchange.     Clews  v.  Jamieson,  182  U.  S.  461. 

When  the  Chicago  Board  of  Trade  was  incorporated  we 
cannot  doubt  that  it  was  expected  to  afford  a  market  for  fu- 
ture as  well  as  present  sales,  with  the  necessary  incidents 
of  such  a  market,  and  while  the  State  of  Illinois  allows  that 
charter  to  stand,  we  cannot  believe  that  the  pits,  merely  as 
places  where  future  sales  are  made,  are  forbidden  by  the  law. 
But  again,  the  contracts  made  in  the  pits  are  contracts  be- 
tween the  members.  We  must  suppose  that  from  the  begin- 
ning as  now,  if  a  member  had  a  contract  with  another  mem- 
ber to  buy  a  certain  amount  of  wheat  at  a  certain  time  and 
another  to  sell  the  same  amount  at  the  same  time,  it  would 
be  deemed  unnecessary  to  exchange  warehouse  receipts.  We 
must  suppose  that  then  as  now,  a  settlement  would  be  made 
by  the  payment  of  differences,  after  the  analogy  of  a  clearing 
house.  This  naturally  would  take  place  no  less  that  the  con- 
tracts were  made  in  good  faith  for  actual  delivery,  since  the 
result  of  actual  delivery  would  be  to  leave  the  parties  just 
where  they  were  before.  Set-off  has  all  the  effects  of  deliv- 
ery. The  ring  settlement  is  simply  a  more  complex  case  of 
the  same  kind.  These  settlements  would  be  frequent,  as  the 
number  of  persons  buying  and  selling  was  comparatively 
small. 

The  fact  that  contracts  are  satisfied  in  this  way  by  set-off 
and  the  payment  of  differences  detracts  in  no  degree  from 
the  good  faith  of  the  parties,  and  if  the  parties  know  when 
they  make  such  contracts  that  they  are  very  likely  to  have  a 
chance  to  satify  them  in  that  way  and  intend  to  make  use 
of  it,  that  fact  is  perfectly  consistent  with  a  serious  business 
purpose  and  an  intent  that  the  contract  shall  mean  what  it 
says.  There  is  no  doubt,  from  the  rules  of  the  Board  of 
Trade  or  the  evidence,  that  the  contracts  made  between  the 
members  are  intended  and  supposed  to  be  binding  in  manner 
and  form  as  they  are  made.  There  is  no  doubt  that  a  large 
part  of  those  contracts  is  made  for  serious  business  purposes. 
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Hedging,  for  instance,  as  it  is  called,  is  a  means  by  whicli 
collectors  and  exporters  of  grain  or  other  products,  and  man- 
ufacturers who  make  contracts  in  advance  for  the  sale  of  their 
goods,  secure  themselves  against  the  fluctuations  of  the  mar- 
ket by  counter  contracts  for  the  purchase  or  sale,  as  the  case 
may  be,  of  an  equal  quantity  of  the  product,  or  of  the  mate- 
rial of  manufacture.  It  is  none  the  less  a  serious  business 
contract  for  a  legitimate  and  useful  purpose  that  it  may  be 
offset  before  the  time  of  delivery  in  case  delivery  should  not 
be  needed  or  desired. 

Purchases  made  with  the  understanding  that  the  contract 
will  be  settled  by  paying  the  difference  between  the  contract 
and  the  market  price  at  a  certain  time,  {Emhrey  v.  Jemison, 
131  U.  S.  336,  Weare  Commission  Co.  v.  People,  209  111.  258,) 
stand  on  different  ground  from  purchases  made  merely  with 
the  expectation  that  they  will  be  satisfied  by  set-off.  If  the 
latter  might  fall  within  the  statute  of  Illinois,  we  would  not 
be  the  first  to  decide  that  they  did  when  the  object  was  self- 
protection  in  business  and  not  merely  a  speculation  entered 
into  for  its  own  sake.  It  seems  to  us  an  extraordinary  and 
unlikely  proposition  that  the  dealings  which  give  its  char- 
acter to  the  great  market  for  future  sales  in  this  couutiy  are 
to  be  regarded  as  mere  wagers  or  as  ''pretended"  buying  or 
selling,  without  any  intention  of  receiving  and  paying  for 
the  property  bought,  or  of  delivering  the  property  sold,  with- 
in the  meaning  of  the  Illinois  act.  Such  a  view  seems  to  us 
hardly  consistent  with  the  admitted  fact  that  the  quotations 
of  prices  from  the  market  are  of  the  utmost  importance  to  the 
business  world,  and  not  least  to  the  farmers;  so  important 
indeed,  that  it  is  argued  here  and  has  been  held  in  Illinois 
that  the  quotations  are  clothe<l  with  a  public  use.  It  seems  to 
us  hardly  consistent  with  the  obvious  i)urposes  of  the  plain- 
tiff's charter,  or  indeed  with  the  words  of  the  statute  in- 
voked. Tlie  sales  in  the  pits  are  not  ])rotended,  but,  as  we 
have  said,  are  meant  and  supposed  to  be  binding.  A  set-off 
is  in  legal  effect  a  delivery.  We  speak  only  of  the  contracts 
made  in  the  pits,  because  in  them  the  members  are  principals. 
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The  subsidiary  rights  of  their  employers  where  the  mem- 
bers buy  as  brokers  we  think  it  unnecessary  to  discuss. 

In  the  view  which  we  take,  the  proportion  of  the  dealings 
in  the  pit  which  are  settled  in  this  way  throws  no  light  on  the 
question  of  the  proportion  of  serious  dealings  for  legitimate 
business  purposes  to  those  which  fairly  can  be  classed  as  wag- 
ers or  pretended  contracts.  No  more  does  the  fact  that 
the  contracts  thus  disposed  of  call  for  many  times  the  total 
receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and 
are  set-off  sufficiently  explains  the  possibility,  which  is  no 
more  wonderful  than  the  enormous  disproportion  between 
the  currency  of  the  country  and  contracts  for  the  payment  of 
money,  many  of  which  in  like  manner  are  set  off  in  clearing 
houses  without  any  one  dreaming  that  they  are  not  paid,  and 
for  the  rest  of  which  the  same  money  suffices  in  succession, 
the  less  being  needed  the  more  rapid  the  circulation  is. 

But  suppose  that  the  Board  of  Trade  does  keep  a  place 
where  pretended  and  unlawful  buying  and  selling  are  per- 
mitted, which  as  yet  the  Supreme  Court  of  Illinois,  we  be- 
lieve, has  been  careful  not  to  intimate,  it  does  not  follow  that 
it  should  not  be  protected  in  this  suit.  The  question  whether 
it  should  be  involves  several  elements  which  we  shall  take 
up  in  turn. 

In  the  first  place,  apart  from  special  objections,  the  plain- 
tiff's collection  of  quotations  is  entitled  to  the  protection  of 
the  law.  It  stands  like  a  trade  secret.  The  plaintiff  has  the 
right  to  keep  the  work  which  it  has  done,  or  paid  for  doing, 
to  itself.  The  fact  that  others  might  do  similar  work,  if  they 
might,  does  not  authorize  them  to  steal  the  plaintiff's.  Com- 
pare Bleistein  v.  Donaldson  Lithographing  Co.,  188  U.  S.  239, 
249,  250.  The  plaintiff  does  not  lose  its  rights  by  communi- 
cating the  result  to  persons,  even  if  many,  in  confidential 
relations  to  itself,  under  a  contract  not  to  make  it  public,  and 
strangers  to  the  trust  will  be  restrained  from  getting  at  the 
knowledge  by  inducing  a  breach  of  trust  and  using  knowledge 
obtained  by  such  a  breach.  Exchange  Telegraph  Co.  v.  Greg- 
ory and  Co.  (1896)  1  Q.  B.  D.  147.  F.  W.  Dodge  Co.  v.  Con- 
Hruction  Inforrnation  Co.,  183  Mass.  62.    Board  of  Trade  v. 
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C,  B.  Thompson  Commission  Co.,  103  Fed.  Eep.  902.  Board 
of  Trade  v.  Eaddon-KruU  Co.,  109  Fed.  Rep.  705.  National 
Tel,  News  Co.  v.  Western  Union  Tel.  Co.,  119  Fed.  Rep.  294. 
Illinois  Commission  Co.  v.  Cleveland  Tel.  Co.,  119  Fed.  Rep. 
301. 

Tlie  publications  insisted  on  in  some  of  the  arguments 
were  publications  in  breach  of  contract,  and  do  not  affect  the 
plaintiff's  rights.  Time  is  of  the  essence  in  matters  like 
this,  and  it  fairly  may  be  said  that,  if  the  contracts  with  the 
plaintiff  are  kept,  the  information  will  not  become  public 
property  until  the  plaintiff  has  gained  its  reward.  A  prior- 
ity of  a  few  minutes  probably  is  enough. 

If  then  the  plaintiff's  collection  of  information  is  other- 
wise entitled  to  protection,  it  does  not  cease  to  be  so,  even 
if  it  is  information  concerning  illegal  acts.  The  statistics  of 
crime  are  property  to  the  same  extent  as  any  other  statistics^ 
even  if  collected  by  a  criminal  who  furnishes  some  of  the 
data.  The  Supreme  Court  of  Illinois  has  recognized  in  the 
fullest  terms  the  value  and  necessity  of  the  knowledge  which 
the  plaintiffs  control.  It  must  have  known,  even  if  it  did 
not  have  the  evidence  before  it,  as  to  which  we  cannot  tell 
from  the  report,  what  was  the  course  of  dealing  on  the  ex- 
change. Yet  it  was  so  far  from  suggesting  that  the  plain- 
tiff's work  was  unmeritorious  that  it  held  it  clothed  with  a 
public  use.  New  York  and  Chicago  Grain  and  Stock  Ex- 
change v.  Board  of  Trade,  127  111.  153. 

The  defendants  lay  hold  of  the  declaration  in  the  case  last 
cited  and  say,  with  doubtful  consistency,  that  this  informa- 
tion is  of  such  importance  that  it  is  clothed  with  a  public  use, 
and  that,  therefore,  they  are  entitled  to  get  and  use  it.  In 
the  case  referred  to  it  was  held  that  the  plaintiff,  which  had 
been  receiving  the  continuous  quotations,  was  entitled  still 
to  receive  them  on  paying  for  them  and  submitting  to  all 
reasonable  requirements  in  relation  to  tho  same.  Perhaps 
the  right  of  the  plaintiff  would  have  been  more  obvious  if 
it  had  demanded  an  opportunity  on  reasonable  conditions  of 
collecting  the  information  for  itself,  especially  if  the  legisla- 
ture had  seen  fit  to  provide  by  law  for  its  doing  so.    But  it 
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18  not  necessary  to  consider  whether  we  are  bound  by  that 
decision,  or,  if  not,  should  follow  it,  since  in  these  cases  the 
claim  is  not  qualified  by  submission  to  reasonable  rules  or 
an  offer  of  payment.  It  is  a  claim  of  independent  rights  and 
a  denial  that  the  plaintiff  has  any  right  at  all.  The  Supreme 
Court  of  Illinois  gave  no  sanction  to  such  a  claim  as  that. 

Finally  it  is  urged  that  the  contracts  with  the  telegraph 
companies  violate  the  act  of  July  2,  1890,  c.  647,  (26  Stat 
209).  The  short  answer  is  that  the  contracts  are  not  relied 
on  as  a  cause  of  action.  They  are  stated  simply  to  show  that 
the  only  communication  of  its  collected  facts  by  the  plaintiff 
is  a  confidential  communication,  and  does  not  destroy  the 
plaintiff's  rights.  But  so  far  as  these  contracts  limit  the 
communication  of  what  the  plaintiff  might  have  refrained 
from  communicating  to  any  one,  there  is  no  monopoly  or  at- 
tempt at  monopoly,  and  no  contract  in  restraint  of  trade, 
either  under  the  statute  or  at  common  law.  E.  Bement  and 
Sons  v.  National  Harrow  Co.,  186  U.  S.  70.  Foivle  v.  Park, 
131  U.  S.  88.  Elliman  v.  Carrington  (1901),  2  Ch.  275.  It  is 
argued  that  the  true  purpose  is  to  exclude  all  persons  who  do 
not  deal  through  members  of  the  Board  of  Trade.  Whether 
there  is  anything  in  the  law  to  hinder  these  regulations  be- 
ing made  with  that  intent  we  shall  not  consider,  as  we  do  not 
regard  such  a  general  scheme  as  shown  by  the  contracts  or 
proved.  A  scheme  to  exclude  bucket  shops  is  shown  and  pro- 
claimed, no  doubt— and  the  defendants,  with  their  contention 
as  to  the  plaintiff,  call  this  an  attempt  at  a  monopoly  in 
bucket  shops.  But  it  is  simply  a  restraint  on  the  acquisi- 
tion for  illegal  purposes  of  the  fruits  of  the  plaintiff's  work. 
Central  Stock  and  Grain  Exchange  v.  Board  of  Trade,  196 
lU.  396.  We  are  of  opinion  that  the  plaintiff  is  entitled 
to  an  injunction  as  prayed. 
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